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Business Is Still in Trouble 


t igscen most important problem busi- 
ness faces today, if you want to 
get down to brass tacks, is the fact that 
business isn’t out of the doghouse yet. 
Sixteen turbulent years have rolled by 
since the New Deal began to rescue the 
People from the Capitalists, and no 
one can say that business has retrieved 
the authority and respect it ought to 
have if the drift to socialism is to be 
arrested. Every U. S. business man, 
consciously or unconsciously, is on the 
defensive. 

In a recent issue of Harvard Busi- 
ness Review, Elmo Roper, summing up 
the public’s opinion of business as he 
has surveyed it over the past 15 years, 
finds that fewer than 5 per cent of the 
people say they are against private 
ownership. A majority of the people, 
however, Mr. Roper points out, believe 
that few business men have the good 
of the nation in mind when they make 
their important decisions. They think 
business is too greedy and that it has 
played a large part in keeping prices 
too high.* They think, therefore, that 
government should keep a sharp eye on 
business. And they have been thinking 
just about that way for 15 years. Busi- 
ness, in other words, enjoys the most 
tentative and precarious kind of 
approval. 

Ironically, business is spending a 
great deal more on improving its rela- 
tions with the people than it has ever 





*A survey “ye in March, 1947, by the 
Opinion Research Corporation at Princeton indicates 
that nearly half the people believe that business 
falsifies its financial statements. 


spent before. The immense expansion 
of the art of public relations in the past 


10 years was financed mainly by indus- | 


try. Some 4,000 corporations now sup- 


port whole “public relations” depart- | 


ments and “programs.” About 500 in- 


dependent firms, some of them knock- { 


ing down more than a half million a 
year in consulting fees alone, are sup- 
ported mainly by business. Nobody 


knows how much it all costs. But if | 
supporting an army of professional | 


good-will makers could do the trick, 
business ought to be up to its neck in 
good will. 


Why isn’t it? Admittedly people do | 


not greatly improve their relations with 
other people in a few days, weeks, or 
even a few years. The main reason 


business isn’t rolling in good will is | 


that about 95 per cent of what comes 
off under the name of public relations 
is sheer press-agentry. It gets a com- 
pany or product noticed, sometimes 
more dramatically than a paid adver- 
tisement can get it noticed, but does not 
necessarily result in durable good rela- 
tions with the public. What, then, is 
good public relations? 

Good business public relations is 
good performance — publicly appre- 


ciated. It is a corporate way of life. | 


Business must first do a job that peo- 
ple can think well of, and then intelli- 


=, 


gently and deftly call attention to it. | 


For most people appraise business not 
only by the price and quality of its 
product but as a neighbor and citizen. 

The corporation, as some of the ex- 


For publishers’ addresses or information regarding articles or books, apply to AMA headquarters. 
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perts like to put it, is a political entity. 
It must go into politics, particularly if 
it is a company against which any or- 
ganized group of people can agitate— 
which means most companies of any 
size. Not the way it went into politics 
half a century ago; even if it could buy 
Congress and all 48 legislatures out- 
right, it would not. Its politics must be 
based on doing things right. 

The corporation must make a policy 
of its social consciousness, and make 
that policy permeate its whole organi- 
zation from the chairman of the board 
to the sweeper in the shop. 

And it ought to go further. The re- 
sults of poor public relations are mea- 
sured at the polls. Business needs 
votes. To stop the encroachment of 
government on its prerogatives, the 
corporation ought to come to grips 
with the many apparently “insoluble” 
problems that plague it. It ought to 
justify its profits, not apologize for 
them. It ought to demonstrate that they 
are a socially desirable result of busi- 
ness. It ought to do much more than it 
has been doing to prevent strikes. It 
ought to approach the problem of un- 
employment constructively. In short, 
it ought to try to volunteer the benefits 
for which labor and the community, 
even when they think well of business, 
too often turn to the government. 

Since everything a company does 
affects its public relations, it follows 
that public relations is a top manage- 
ment function, and a public relations 
executive ideally ought to be the top 
executive. Some chairmen and presi- 
dents, like Lewis Brown of Johns- 
Manville and Herman Steinkraus of 
Bridgeport Brass, are indeed excellent 
public relations men in their own right. 
More should be. 

But most are not, many cannot be, 
and so nearly all companies of any size 
need a public relations executive. To 
function efficiently, even in the role of 
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chief publicity officer, he ought to be 
consulted before, not after, prices are 
hiked or pickets are at the gate. If he is 
to be a genuine public relations execu- 
tive, he must work at the policy level. 
Management almost invariably tends to 
look at a production problem as a pro- 
duction problem, or a pricing problem 
as a profit problem. It is the job of the 
public relations executive to remind his 
colleagues resolutely, if diplomatically, 
that everything they do is also a pub- 
lic relations problem. 

This is even harder than it sounds. 
Such a man plainly ought to possess 
a number of talents rarely combined in 
one person. Public relations being at 
bottom nothing more than human rela- 
tions, he ought first to be what not 
every, manager is: a human being. He 
ought to like and understand people, 
and to be liked and understood by 
them. He ought to have presence and 
personality, and considerable natural 
tact. And he ought to have much more. 
Besides being a fountain of ideas, he 
ought to have mental capacity and 
superlative judgment. And he ought to 
be more than ordinarily familiar with 
economics, politics, sociology, and 
“communication.” 

Outstanding examples of companies 
that have good public relations regret- 
tably can be counted on the fingers, and 
some are no longer news. 

A good recent instance of excellent 
public relations was provided by Gen- 
eral Motors. Its cost-of-living wage 
formula, when it was first agreed upon 
in May, 1948, undoubtedly won a lot 
of worker good will, the recent price 
reduction, made as soon as wages auto- 
matically dropped two cents an hour 
(and at exactly the time when Chrysler 
was increasing prices), took the initia- 
tive from labor and government. 

Standard Oil (N. J.) is another 
striking example. Frank Abrams, who 
has been a public relations representa- 
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tive on Standard’s Board of Directors 
since 1944, was made Chairman of the 
Board in 1945, and is still a public 
relations man. Under him the company 
appears to overlook very few bets. 
Standard continually fights a delaying 
action against price rises. When it re- 
cently tore up half of Ecuador (at a 
cost of $20 million) and found not 
one drop of oil, it carefully turned over 
to the Ecuadorian Government all its 
records, including even reports to New 
York, and cores from drilling opera- 
tions. Standard, unlike most other 
companies, was not caught napping 
when the recent profits investigation 
occurred. It had already started an ad- 
vertising campaign to explain profits. 
And it is giving a good deal of atten- 
tion to the problem of unemployment, 
which it feels industry must meet 
squarely. 

Enough surveys have been made to 
show that almost everything a company 
can do to gain good will is vitiated or 
wiped out, at least temporarily, by the 
incidence of unemployment. One of the 
costs of economic freedom is the em- 
barrassing circumstance that the mar- 
ket is as impartial to manpower as to 
other elements of capitalism. Yet many 
farsighted executives are not satisfied 
with so categorical a definition of busi- 
ness’ responsibility in the matter. They 
are sharply conscious that the world is 
composed of human beings, who impute 
the responsibility to business whether 
business recognizes it or not. “The 
American people,” Frank Abrams told 
the midwinter graduating class at 
Rensselaer a year ago, “want to make 
progress toward steady employment. 
. . . The company I work for has ac- 
tually reached the stage where 90 per 
cent of the domestic employees have 
been continuously employed since they 
came to work with us. This achieve- 
ment is partly due to the relative sta- 
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bility of our industry and our company 
—but it is not due only to relative sta- 
bility. A great deal of our success is 
due to an intention to achieve such 
security for our employees.” 


Standard is not alone. A few other | 


companies and some public relations 
people are talking about a kind of tax- 
rebate incentive to encourage com- 
panies to keep people at work when 
they might be tempted to lay them off. 


It is not a question of employing them | 
when there is nothing to do; every | 


company, when it starts laying off peo- 
ple, lays off many who could work on 
such things as deferred maintenance, 
development projects, etc. Business 
may not be able to guarantee employ- 
ment, but it can certainly do more than 
it has done to stabilize it. 


Performance like Standard’s, how- 
ever, is still almost unique. At least 80 
per cent of American business, if P.R. 
men are to be believed, as yet support 
nothing like rounded public relations 
programs. 

To be fair to business men, many of 
those who call themselves experts in 
public relations have little claim to the 
title. Their biggest job, as they never 
tire of pointing out, is to educate man- 
agement to the concept of public rela- 
tions, But, as they also point out, not 
enough of them have what it takes to 
earn either the ears or the dollars of 
top management. They should have 
something of the press agent in them, 
but far too many are still press agents 
of the meanest qualifications. Public 
relations is still not a profession be- 
cause too many of its practitioners do 
not yet possess the knowledge or 
capacity or ethics of professionals. 

Either the day of public relations 
as performance must come, or private 
business must reconcile itself to a 
steadily contracting sphere. In Britain, 
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people are giving up individual oppor- 
tunity, which used to be provided 
largely by business, for a meager mini- 
mum of security, now provided by the 
state. American business can learn 
from Britain’s example. American 
business still has time to meet the chal- 


lenge of our time. It can offer the peo- 
ple a generous measure of both 
security and opportunity. That such an 
achievement would go unappreciated 
by the voters of the United States is 
hard to believe. 

Fortune, May, 1949, p. 67 38. 


Recession—But Not Depression 


pN SPITE of the decline of nearly 

all economic indicators, there ap- 
pears to be a widespread impression 
that the current readjustment, though 
severe, will not generate a serious de- 
flation and depression. Thus, notwith- 
standing its magnitude, the recession 
is not causing undue alarm. 

It has been universally recognized 
that we have been passing through a 
period of non-recurring business stim- 
uli, filling pipe lines, meeting backlogs 
of demand, catching up in capital for- 
mation and, furthermore, we were the 
beneficiaries of the super-abundant 
money supply to which we have been 
adapting ourselves by readjusting costs 
and prices upward. 

In the postwar period, the artificially 
low interest rates have expressed them- 
selves in the form of higher asset 
values and expanded demand for capi- 
tal. All these factors were bullish for 
the period. 

Readjustments in 1947 and 1948 did 
not lead to general contraction, which 
is now taking place. 

From here on, greater emphasis will 
have to be given to cost-checking and 
quality improvement and the right 
price, if production and employment 
are to be maintained. 

A fourth round of wage increases, 
if it materializes, will be a bearish fac- 
tor and will make it harder to put and 
keep men on the payroll. 
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In some sectors, labor is pricing it- 
self out of the labor market. Such 
voluntary unemployment should be 
avoided. 

This is especially important because 
of the substantial net increase in our 
labor supply and because of the fact 
that when unemployment rises, the la- 
bor force itself increases. Tor ex- 
ample, if the breadwinner loses his job, 
his wife and perhaps a youngster in 
school will enter the labor market. 

The money supply has declined from 
a peak in 1947 of $114 billion to a cur- 
rent figure of about $106 billion. Bank 
loans are declining substantially. The 
striving for liquidity, plus the shrink- 
age of the money supply are both de- 
flationary forces. 

The anticipation of lower prices is 
inducing delay in making commitments. 
The mere stopping of the expansion of 
inventory growth causes unemploy- 
ment. If inventories are allowed to 
run down, this will intensify layoffs. 

A 10 per cent decline of retail sales 
may be reflected in a 30 per cent decline 
of retailers’ orders and the wholesaler 
in return cuts still deeper so that, in the 
short run, a minor downward drift of 
retail sales becomes a major contrac- 
tion in production. 

This type of excessive caution, not 
warranted by the flow of retail sales, 
which are holding up well in most lines, 
is to a large degree self-correcting ; 
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within a matter of weeks or months, 
many manufacturers may again find it 
necessary to expand production. This 
inventory readjustment explains in 
part the decline in steel and other pro- 
duction. 

Housing starts are within about 6 
per cent of those of last year. The 
decline in private construction expen- 
ditures is more than offset by the rise 
in public construction. On the whole, 
the outlook for the construction indus- 
try is fairly good. The automobile 
industry is still in a strong position. 

The fear that we are headed for an- 
other 1929 is not well grounded. Then 
we ended a period of nearly a decade 
of tremendous expansion—hotel con- 
struction, office buildings, apartment 
buildings, highways, European recon- 
struction loans. 

We have passed through a period of 
rapid construction but only for about 
three years. American industry is still 
not fully equipped with the best tools 
and machines, and there is a potential 
backlog of new investment awaiting fa- 
vorable conditions of the order of $50 
billion to $100 billion. 

Similarly, our banking structure is 
much stronger than it was in 1929 
when one-third of our money supply 
disappeared through bank failures and 
the repayment of loans. This type of 
contraction of the money supply could 
not take place today. 

A credit stringency is practically in- 
conceivable, though individual poor 





credit risks will still have to prove their 
case. Interest rates are low and are 
likely to remain low. We have ade- 
quate excess bank reserves which could 
easily be enlarged. 

Another favorable factor is the low 
ratio of private debt, which is only 
5 per cent or 6 per cent above the 1929 
level, even though our economy has 
greatly grown and we are doing busi- 
ness on a much higher price and cost 
level. 

In 1929 farm debt exceeded farm in- 
come; today farm debt is one-fifth of 
farm income. Mortgage debt is on an 
amortized basis. A private debt- 
squeeze, with its attendant sheriff sales 
and foreclosures, could not take place 
on the scale of the 1930’s. 

Furthermore, individuals and busi- 
ness own some $230 billion of liquid 
assets. Old-age benefits and unemploy- 
ment insurance provide for “built-in” 
security. A floor under agricultural 
prices provides some psychological pro- 
tection against the excessive striving 
for liquidity. 

While every depression is more or 
less unique and accompanied by un- 
foreseen factors, given sound manage- 
ment and government policies, there is 
no reason why the experiences of the 
1930’s should face us at this stage. 

Adapted from an address by Dr. 
Emerson P. Schmidt before the Board 
of Directors of the U. S. Chamber of 
Commerce (Business Action, June 24, 


1949). 


Who Worries Most? 


AGE levels rather than economic conditions determine the degree of personal 

economic worry, according to a survey conducted by the Illinois Institute 
of Technology. Questionnaires completed by more than a hundred older people 
indicated that they worried most about finances between the ages of 29 and 34. 
Feelings of job insecurity and lack of confidence in business success also ranked 


highest at 30. 
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Goals and Methods of Profit-Minded Management 


QGOME 60 years ago, Frederick W. 

Taylor contended that the compo- 
nents of sound business management 
were planning for profits and execut- 
ing that plan for profits. He advo- 
cated the setting of standards of 
attainment and the following of those 
standards without departure, so far as 
is humanly possible. If these concepts 
were stressed by modern management 
to a greater degree, industry would 
come closer to the attainment of opti- 
mum profits. 

Today it is imperative for manage- 
ment to determine whether the fullest 
emphasis is being directed to produce 
the optimum profit return on the capi- 
tal invested in the enterprise. Ac- 
countants and management consultants 
are agreed that a surprising number 
of business concerns are poorly or- 
ganized for the elimination of waste 
and operating inefficiencies. It has 
seemed to be the order of the day dur- 
ing the prosperity phase of the busi- 
ness cycle for management to relax its 
close attention to the stoppage of costly 
wastes and inefficiencies. Conversely, 
when business volume shows an incli- 
nation to decline, management seems to 
bolster itself by exerting a policy of 
stricter financial and operating control 
over business activities. This is not 
sound operating policy. Managing for 
profit should not be stressed during the 
unfavorable phases of the business 
cycle alone but should be a standing 
order at all times if profitable opera- 
tions are to result. 

Management must recognize now 
that the era of lower profit margins is 
beginning to make its appearance, and 
must be ever alert in mapping policy, 
else it may find itself at the helm of a 
sinking enterprise which might become 
entirely beyond any hope of salvaging. 
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A review and analysis of business fail- 
ure statistics will leave no question that 
many of the unsuccessful manage- 
ments were not profit-minded. 

There are, even today, several types 
of management which by their very 
nature cannot operate a business effec- 
tively to attain optimum profits. One 
of these is the financial-minded man- 
agement. Such a management applies 
the dollars-and-cents yardstick to 
everything. It is extremely cautious in 
accepting new developments. It weighs 
the possibilities and probabilities in 
exhausting detail. It rarely takes a 
chance. It is generally opposed to sug- 
gestions for progress rather than for 
them. Its goal is unquestionably that 
of profits, but its penny-wise-pound- 
foolish viewpoint serves to bring about 
the very situation it strives to avoid— 
unprofitable management. 

Next, we have the _ sales-minded 
management. It is the opposite of the 
financial type, in most instances. It 
plans and dreams. It sees everything 
from the viewpoint of satisfying some 
sort of demand and has some kind of 
bait for every fish in the sea of sales 
potential. It is willing to take a 
chance, not only willing but often eager 
to do so. While the financial-minded 
type thinks in terms of dollars, the 
sales-minded type is always thinking of 
new customers and ways of reaching 
them. Unafraid of new ideas, it sees 
the bright side of everything. 

Then, we have the factory-minded 
management. This type will have am- 
ple plant facilities—perhaps too many. 
It will see to it that there are plenty of 
well-kept tools. It will minimize waste 
and will not hesitate to scrap a good 
machine for one it deems superior. If 
an automatic machine can replace hand 
labor, shop-minded management is for 
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it, regardless of cost. The purely fi- 
nancial aspects, as well as the sales 
aspects of manufacturing, are to it the 
same as a foreign language. It may 
and probably will have too much in- 
vested in raw materials, so as to pro- 
duce any order that comes along at any 
time. Finished goods inventories in 
large quantities are the rule rather than 
the exception. 

There is also the product-minded 
management. This type is of the in- 
ventive or engineering type. It is al- 
ways thinking of new products and 
improvements in the old ones. It is 
not adverse to designing something to- 
day, building it tomorrow, and junking 
it the next day for something it thinks 
is better. It will have the best money 
can buy in its research laboratory, and 
the experimental department will be the 
place where you will usually find the 
head of the business. 

We also find the volume-minded 
management, perhaps the type of man- 
agement which, in its unbalance, can 
damage profit and profit possibilities 
most. This type of management will 
struggle, crowd, and force for greater 
and greater volume, more and still 
more units of production, and larger 
and still larger plants. It does not 
know, or ignores, the fact that much 
depends upon the nature of the prod- 
uct proportions making up the line and 
of the relative profit or loss in each 
product. 

Finally, we have the price-minded 
management. This type can also be 
dangerous. It thinks merely in terms 
of price, making the argument that a 
price low enough will get the business. 
It ignores the fact that to think in 
terms of price alone is to get into the 
last trench, whereas to stress quality, 
service, experience, ability, appearance, 
wear, utility, and the many other posi- 
tive factors, would mean orders at 
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higher prices. The price-minded man- 
agement may think that profit is its 





main objective, but it ends by merely 


fooling itself as well as by action detri- 
mental to the whole competitive struc- 
ture of the particular industry. 

It is not to be inferred that the ele- 
ments upon which these six manage- 
ment classifications concentrate are 
undesirable or unnecessary. On the 
contrary, these are all vital manage- 
ment functions. Yet all six of these 
factors must be considered in relation 
to the others to perfect a profit-making 
organization. What is needed is a syn- 
chronization of these factors under a 
type of management whose viewpoint 
cuts across all departments of a given 
industry to establish a coordinated and 
well-balanced management. A profit- 
minded management recognizes, more- 
over, that profits are the result of an 
ability to meet and neutralize the ef- 
fects of business hazards. It is ever 
ready to change policy to meet chang- 
ing conditions. It knows that external 
conditions exercise a more potent in- 
fluence on profits than internal condi- 
tions and that its success depends as 
much upon its skill in prophecy as 
upon its ability to manufacture and 
sell. 

When costs are greater than income, 
managements that are not profit- 
minded start to cut and slash budgets, 
pull in at the belt, discontinue certain 
developments, and end by thoroughly 
demoralizing the executive staff and 
throwing fear into the minds of work- 
ers. This is a destructive process and 
a breeder of greater and still greater 
losses. 

Profit-minded management, on the 
other hand, will determine upon a fair 
minimum profit, deduct that figure 
from expected sales income for the 
period in question, and then find a way 
to operate the business on what is 
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“in known as the principle of allowed costs that every managerial force in the 
ae for that volume of business. When business, from the president down to 
& management does not operate on this foremen, is provided with cost and fi- 
Pe principle, it has to wait to learn what nancial data to focus attention on un- 
a the results of business were and to ad- desirable performance. Cost economies 
. just ee as rapidly as possible are investigated on a day-to-day basis. 
0 me 
ele- ees Pe gphimacimenen results. Profit- The success of military engagements 
ge- hand, plans rage ‘ oe = other depends primarily on how well they are 
are prin sa weak ” Astin profit in ad- planned. By the same token, business 
the aos Minas eae evelops means of must also plan before it goes into ac- 
ge- | what ed . Baa + gp ongpenrind tion if optimum results are to be 
ese | tobe P § results are going achieved. Management should recog- 
ion For Si siiaillalaian ilk semi ities nize that the most certain thing about 
ing q inery of proht planning bysiness is change and that conformity 
and control, this type of management : 
yn- ae ; to change must be the keystone in 
evises and employs the budget device : ’ : : 
ra h €, business planning, an intelligent type 
‘ not the usual fixed budget of a static . sates 
int . ae of planning not alone for probabilities 
nature—inadequate because it is not but for contingencies as well 
a designed to conform to change as and “ ce Pr as 
- when change occurs—but the flexible To restate the principal theme of this 
fit- budget, also referred to as the moving discussion, it may be said that, before 
re- | or variable budget. The profit-minded 2"Y operating information of any type 
management will likewise utilize the ©4" be truly useful, there must be a 
f- | medium of standard costs in order to Ptofit-minded management—one deter- 
et | control operations through the princi- ™ined to balance all factors involved, 
~ ple of exception under which both fa- fT the purpose of operation at opti- 
1 vorable and unfavorable accomplish- ™U™ profits. All management action 
‘i. ment are brought to the attention of and policy should be constructed 
i- management with a minimum of delay. around the objective of profit attain- 
aS | The scheme of cost and financial re- ™ent and improvement. 
as : hor" 
d porting maintained by such a manage- By A. Winston Sykes. N.A.C.A. 
ment will also be well-developed so Bulletin, June 15, 1949, p. 1183 :10. 
le, 
“4 A Timely Fable 
in Tz. was a man who lived by the side of the road and he sold hot dogs. 
e was hard of hearing, so he had no radio. He had trouble with his 
y eyes, so he read no newspapers. But he sold good hot dogs. He put signs 
1d up on the highway, telling how good they were. He stood on the side of the 
* + and cried, “Buy a hot dog, mister?”—and people bought. He increased 
d - meat and bun orders. He bought a bigger stove, to take care of his trade. 
l e finally got his son home from college to help him. But then something 


happened. His son said, “Father, haven't you been listening to the radio? 
Haven’t you been reading the newspapers? There’s a big depression on. The 
European situation is terrible. The domestic situation is worse. Everything’s 
going to pot.” Whereupon the father thought, “Well, my son’s been to college, 
he reads the papers and he listens to the radio, and he ought to know.” So 
. the father cut down on his meat and bun orders, took down his advertising signs, 
7 and no longer bothered to stand out on the highway to sell his hot dogs. And his 
| hot dog sales fell almost overnight. “You’re right, son,” the father said to 


the boy. “We certainly are in the middle of a great depression.” 
—Anonymous 
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Plant-Classroom Hook-up Builds Good Will 


F,MPLOYERS in New Haven, Conn., got a rude jolt a year ago, when an 
opinion survey of the town’s 160,000 residents, conducted by the New 
Haven Manufacturers Association, revealed that the city’s average citizen rated 
them as a group well below par. 

The Second National Bank decided something would have to be done about 
that situation, enlisted the aid of Yale University to map out a plan of action. 
As a result, the town’s ailment was diagnosed as lack of information on business. 
The remedy prescribed: a stiff dose of plant tours. The plant tours that were 
staged recently to meet this prescription were carefully planned and of a 
definitely higher order than the usual tour, which rarely rises above the casual 
“open house” level. 

They were aimed at the most receptive group possible—the senior class of 
New Haven’s Commercial High School. ost of this group of 300 will be 
looking for local jouvs this summer, can therefore be expected to show more 
than a mild interest in the operations and working conditions of the city’s 
companies. 

“Dollars at Work,” as the bank called its boosting program, arranged for 
Commercial High students to make a study of three local companies, and, 
to insure the plan’s success, had it made an integral part of the high school 
curriculum. The three companies chosen were a cross-section of New Haven 
industry: the United Illuminating Co., a utility; the Sealtest dairy and ice cream 
plants, food-processing; and A. C. Gilbert Co., manufacturer of educational 
toys and electrical appliances. 

No rush job, the program required students to study, before visiting each 
plant, a short history of its growth and financial development. Then, every 
morning for two weeks, chartered buses deposited 30 students at the doors 
of the three plants, where they were divided into two groups and given a 
thorough two-and-a-half-hour guided tour. 

Concerned mainly with showing the actual manufacturing processes, guides 
placed special stress on cost factors. This angle was also hammered home by 
large signs on all major pieces of machinery, pointing up just how much 
stockholders paid for each unit, how much is invested in the plant per employee. 

Following the tour, the student group listens to a brief talk by a company 
official, who uses charts, flashing lights, and mechanical gadgets to show them 
how much money the company makes a year, and where it goes. An employee 
then takes over—in some cases he’s a top union official—and gives a short pep 
talk for the company as a good place to work. The session ends at noon with 
cokes and questions. 

The Second National Bank plans to make “Dollars at Work” an annual 
affair, with more plants participating. As successive senior classes wind up their 
education and take jobs with New Haven firms, the bank counts on them as a 
leavening agent to increase community awareness of’ what makes the city’s 
economic wheels go around. 

—Forbes 5/15/49 


When a System Is Sacred 


ON E trouble with some managers is that to them a system is sacred and must 
not be changed, even when circumstances change. They want work done in 
obedience to a certain schedule. They are slaves of routine. 

They are like the old army sergeant who was told to look after a plot of grass 
in front of the administration building at a field in Michigan. The sergeant 
promptly appointed a private to water the plot each afternoon at three o'clock. 

One day, during a terrific thunderstorm, the sergeant burst into the barracks 
and caught the private doing bunk fatigue. 

“Tt’s three o'clock,” roared the sergeant, “and you’re supposed to be out there 
watering the grass.” 

“But, sergeant,” the private pleaded, “look at the thunderstorm.” 

“That’s no excuse,” the sergeant bellowed. “Haven’t you got a raincoat?” 

—Net Results 1/49 
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Your Company Records—An Asset or Liability? 


| taptenabd studies by the National 
Records Management Council* 
have proved that, of the records held 
by an average organization : 

...Less than 10 per cent must be 
kept indefinitely or permanently. 

..An additional 20 per cent must 
be retained in office space and 
equipment to meet current oper- 
ational needs. 

... Approximately 30 per cent can 
and should be transferred to eco- 
nomical and efficient storage. 

... Approximately 35 per cent, the 
balance, is unessential to com- 
pany operations and should be 
destroyed. 

Apply these facts to your business. 
It is probable that over one-third of all 
the records you are now holding can 
be destroyed, saving you 100 per cent 
in the cost of space and equipment re- 
quired. An additional one-third of 
your records can be transferred to 
storage, saving you more than 90 per 
cent in space and equipment costs. 

An evaluation of your records will 
do more than save money: At the same 
time that you are destroying and trans- 
ferring, you are building a body of rec- 
ords that is an inexpensive, precision- 
operating tool of business management. 
In short, you are making your records 
work for you instead of against you. 

A records evaluation program re- 
sults in a “flow-schedule.” A “flow- 
schedule” is a planned life-span for 
every group of records. It is a care- 
fully thought-out timetable for all rec- 
ords from the time of their birth to 
their final destruction or incorporation 
into the permanent archives of the 
company. 

A first step in such a program is the 





*A non-profit organization established in 1947 to 
service American industry in the management and 
preservation of business records. 
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establishment of a records center. In 
most companies, records are at present 
either (1) crammed into costly file 
cabinets and office space, or (2) 
dumped with little or no supervision 
into cellars, attics, or warehouses, the 
prey of fire, vermin, and mold. It is 
hard to determine which of these fates 
is the most costly or wasteful. Through 
the establishment of a records center, 
as a number of firms have found, 
you will have an economical, safe, and 
efficient method for storing records 
that will be more than just an inex- 
pensive dumping ground for dead 
records, forgotten and inaccessible. 
Proper management of such a center 
includes definite controls on records 
retention, provides continuous screen- 
ing of valueless records, and gives 
prompt, efficient service. 

Physically, a records center need be 
nothing more elaborate than the whole 
or part of a fire-proof loft, or storage- 
type building, usually located on low- 
tax, non-premium land. Properly 
planned and located, records centers 
provide space at roughly less than one- 
fifth of the cost of office space, mar- 
ginal or otherwise. 

A company archives also pays off— 
especially when the chips are down. It 
is a life-saver against unjust claims, 
hostile investigations, and mistaken 
public impressions. It helps in the 
formulation of policies, it provides the 
basis for essential reports, and it an- 
swers questions in litigation. It pro- 
vides “copy” for use in advertising and 
public relations. 

The archives of a company comprise 
only a small percentage of the total 
records. It contains the sum of a com- 
pany’s obligations, privileges, and re- 
corded experience. Identifying, pre- 
serving, and indexing these archives in 
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accessible hazard-proof storage re- 
quires only a small investment. (Some 
companies prefer to deposit their ar- 
chives in a library or historical so- 
ciety.) 

Capitalizing Your Archives in a 
Company History. What is a company 
history? It’s just that—the story of a 
company. It covers the firm’s ups and 
downs from its inception, the trials 
and the triumphs of the men who di- 
rected it, and its year-to-year relations 
with clients, labor, government, and 
the surrounding community. It is, in 
brief, a written distillation of a com- 
pany’s total experiences. 

Two types of business histories are 
common. The first type, often referred 
to as a “puff” story, is a glamorized 
account of a company, reflecting little 
of its actual story. The second type is 
an objective study prepared by accred- 
ited historians and based upon thor- 
ough, competent research. More and 
more, companies are turning from 
“puff” stories to the objective, accred- 
ited type of history. 


What good is a company history? 
Business experience is a corporate as- 
set.* A mature analysis of the com- 





* “Experience as a Corporate Asset,” by C. WY. 
Moore, THE MANAGEMENT REVIEW, May, 1946. 





pany’s experience provides a textbook 
of past lessons of help in meeting the 
problems of the present. 


In terms of good public relations, a 
history that is accredited and at the 
same time readable cannot fail to im- 
press company directors, stockholders, 
employees and clients. Only such a 
history reaches the general public 
through its acceptance and promotion 


by reviewers, other historians, and li- | 


brarians. 

A third value received from an ob- 
jective company history returns no im- 
mediate or tangible profit. The facts 
within your company history, after 
assimilation by historians, will appear 
in future histories and history text- 
books. Thus, though you may not 
realize it, your company history is a 
contribution to over-all American his- 
tory. 

From Your Business Records: A 
Liability or an Asset?, The National 
Records Management Council, 1949. 
(For information on the functions of 
the Council, address Emmett J. Leahy, 
Executive Director, The National Rec- 
ords Management Council, 100 Wash- 
ington Square East, New York 3, 
N. Y.) 


Information, Please 


TOP-LEVEL management of Allegheny Ludlum Steel Corporation, Pittsburgh, 
was kept busy recently answering a lot of questions propounded by its em- 
ployees and the townspeople of the communities in which the company’s plants 


are located. 


The occasion was the annual series of meetings held by Allegheny Ludlum 
to acquaint its 13,000 employees and its plant communities with company activities 


and plans for the future. 


These meetings were inaugurated three years ago, and the enthusiastic recep- 
tion given them has encouraged company officials to expand the programs from 
year to year. This year a movie, “Star Bright,” was added to the program. 

This tells the story of the firm’s finances, its products, its plant expansion and 
improvement program, its research activities, and its hopes for the future. Ques- 
tions not answered in the 20-minute-long movie are answered by company officials 
in a question-and-answer period following the showing of the picture. This session 
is analogous to an “Information Please” program, with company officers serving 


as information experts. 
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Company Libraries Come Into Their Own 


HAT can be done with salt water 

pumped from an oil well? When 
is the seasonal peak in candy sales? 
What’s the air like over India? The 
need for answers to such vexing ques- 
tions has caused a spurt in the develop- 
ment of private business libraries. 

During the last 10 years, the number 
of companies starting special libraries 
to keep them posted on developments 
in their respective fields has doubled, 
according to Rose Vormelker, retiring 
president of the Special Libraries As- 
sociation. An estimated 1,300 com- 
panies now have their own libraries to 
winnow the flood of information that 
pours in daily. 

Company libraries don’t have the 
quiet, restful air and comfortable chairs 
usually associated with the word “li- 
brary,” their managers say. They are 
bustling offices that keep a constant 
flow of information streaming out to 
other departments. 

At Prudential Insurance Company’s 
western home office, 100 to 125 peri- 
odicals are routed to executives weekly. 
Each one goes to from five to 50 
readers. 

Short summaries of articles that will 
be of interest to their companies are 
prepared and published by many li- 
braries to bring information to those 
who aren’t on routing lists. General 
Petroleum’s technical library finds 100 
to 125 articles a month worthy of sum- 
maries in the 175 magazines it takes. 

Cash as well as executives’ time is 
saved by company libraries of maga- 
zines. Fewer copies are needed, and 
these are brought under group rates. 

General Petroleum’s one-man tech- 
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nical library operates on an $8,000 
annual budget, which covers salary, 
space, purchases of material and such 
miscellaneous items as telephone bills. 
A large Los Angeles business house 
says its one-man special library costs 
it approximately $10,000 a year. 

Bigger libraries, of course, cost 
more. Lockheed has two professional 
librarians and nine clerical members 
on its technical library staff. Total 
library costs run about $40,000 a year 
including $8,000 for books and peri- 
odicals. Minimum salary for a trained 
librarian is $2,800 a year, with $7,000 
to $10,000 not unusual for a depart- 
ment head. 

Fact-finding activity of company li- 
brarians may range from answering 
questions like “What does the S. in 
President Truman’s name stand for?” 
to such extensive research projects as 
the 300-page handbook put out by 
Paramount Pictures’ library for the 
production of Samson and Delilah. 
One person worked continuously on 
that project for two years, with the 
whole department of 14 sometimes 
joining in. 

To make certain that the details in 
its pictures are correct, Paramount has 
30,000 volumes in its library, including 
one $3,000 work on the American In- 
dian in 20 volumes. The studio also 
has approximately one million pictures, 
maps, menus, marriage and birth cer- 
tificates for reference purposes. 

When Lockheed Aircraft Corpora- 
tion engineers worried whether the 
waves sent out by jet engines were 
harmful to humans, its library was 
called on for help. It furnished a two- 
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page list of articles, including discus- list of government specifications on 
sions of new uses for sound and ultra- petroleum products. More than 10 c 
sonic pest control. This library, federal agencies issue standards for 7 
manned by a staff of 11, is used by products, and the company has to know ‘ fe 
approximately 150 engineers a day. the ingredients before drilling. . os 
North American Aviation, Inc., has a Knowing who has the information pa 
library for its aerophysics section, en- if they haven’s got it themselves is pee 
gaged in guided missile work, as well another part of their job, librarians This 
as an engineering library. Between report. When Universal Pictures’ li- on tt 
them the two furnish approximately brary was asked how it was possible to pol 
225 publications a day to technicians. write on the yolk of a hard-boiled egg ye 
Southern California Edison Com- without opening the egg, it turned to ail 
pany employees go to their library for its list of magicians. A concentrated “ 
information on television set load de- solution of alum on the shell would do mn 
mands, the curing of concrete, design the trick. The publicity department T 
and performance of cooling towers and used this information in promoting jee 
the chemicals used in skywriting. The Egg and I. Pee 
General Petroleum’s library prides By JosepH W. Taytor. The Wall one 
itself on keeping an up-to-the-minute Street Journal, June 18, 1949, p. 1:2. a: 
bee 
dep 
Stenographic Production oA 
s¢CIRCUMSTANCES alter cases” is certainly true when it comes to setting for 
up standards of stenographic production. One man dictates slowly; another oid 
reels it off. The mail of one firm is highly technical and letters are extremely . 
long; that of another is mostly in words of one syllable, and its letters are wit 
short. me 
Total Letters Average Letters 
Number of Written er Day opt 
Stenographers (Weekly) Per Stenographer , 
i % 
76 7,803 18 1% 
8 615 13 the 
6 592 17 ; 
ae i : 
é 2 $3 27 jhe 
1 , 
12 1,556 22 = 
14 1,493 18 as: 
12 1,352 21 ie 
173 19,766 19 pi 
The above table, therefore, is interesting only in a comparative way. is 
The figures presented are compiled from records kept for one week in 12 offices ti 
in 10 different lines of business. The stenographers involved doubtless had other AC 
duties, and thus their production records are somewhat low, we believe. m 
—Office Standards and Planning Book (Art Metal Construction Co.) se 
cc 
@ AT THE TURN OF THE CENTURY, states the Conference Board, 500,000 fe 
students were enrolled in high schools in the United States. Nearly half a th 
century later, 5,500,000 students were enrolled in the nation’s secondary schools. O1 
In 1900, there was one teacher for each 37 students, while currently each | ; 
teacher has classes numbering 27. Teachers’ salaries have meanwhile risen If 


600 per cent (from $325 per annum in 1899 to $1,995 in 1946). 
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A Program of Office Cost Reduction 


5 emmneed the employment of sound 

practices that will effectively cut 
operating costs is rapidly becoming a 
business imperative. For the office 
manager, this means that a careful 
analysis of present methods is in order. 
This discussion of one firm’s approach 
to the problem, through the creation of 
an office methods and procedures divi- 
sion, should interest all office managers 
and accountants who are seeking new 
ways of trimming their companies’ ex- 
penses. 

The methods group in question, 
created by the Caterpillar Tractor Co., 
Peoria, Ill., is staffed by personnel 
previously employed in the company 
as accountants or auditors, and has 
been set up as a part of the accounting 
department. The objective: to provide 
a group of trained employees who 
would be available to department heads 
for analysis and review of office pro- 
cedures followed in their departments, 
with a view to suggesting improve- 
ments leading to more economical 
operation. 

The position of the new division 
within the organizational structure is 
the same as that of any other division 
in the company. The division manager 
reports to the general auditor and has 
only advisory authority. This offered 
assurance at the outset that the divi- 
sion would suggest changes rather than 
order them. The work of the division 
is carried on by three specialized sec- 
tions: the forms control section, the 
methods section, and the procedures 
section. 

The primary function of the forms 
control section is to subject all office 
forms to constant analysis to determine 
their effectiveness as clerical tools, in 
order that inefficient forms may be 
improved, useless ones discarded. 

All departments were requested to 
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send to the forms control section three 
copies of every form in use. These 
copies were used to establish (1) a 
numerical file by form number; (2) 
an alphabetical file, by department 
using the form; (3) a functional file, 
by the function performed by the 
form. 

The forms thus filed were not in- 
tended to be subjected to analysis in 
themselves but were gathered merely 
to implement the method by which 
such analysis was to take place on the 
proper occasions for it. The next step 
was to require that the forms control 
section review all requisitions for the 
printing of forms before the requisi- 
tions could be filled. Thus all forms 
would be insured of review on an in- 
dividual basis, at a time when stock 
was low; and no new forms could be 
added without the knowledge of the 
section. 

As requisitions are delivered to the 
forms control section, they are placed 
in the hands of a forms analyst whose 
duty it is to scrutinize the form to de- 
termine the following: (1) Is the form 
properly designed? (2) Is the infor- 
mation entered on the completed form 
available on some other form or re- 
port? (3) Can this form be combined 
with other forms? 

The primary function of _ the 
methods section is to determine the 
usefulness and efficiency of the office 
routines. All investigations conducted 
by members of the methods staff are 
based on “project letters” that have 
been sent to the division manager, out- 
lining specific problems the writers felt 
merited study. 

Project letters originate at the fol- 
lowing major sources: 

1. Other departments. Department 
heads welcome assistance in the work- 
ing out of knotty problems in both 
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methods and procedures. Because they 
may accept or reject any solution 
offered by the methods staff, there is 
no reluctance to ask for assistance. 

2. Internal auditing division. Many 
project letters originate at the request 
of the internal auditing division of the 
accounting department. During the 
course of an audit review—when it 
becomes apparent that present prac- 
tices are uneconomical or lacking in 
proper internal check features—the in- 
ternal auditing division informs the 
office methods and procedures division. 
The two divisions then cooperate in the 
development of a new or revised 
system. 

3. Forms control section. In many 
instances, the work of the forms con- 
trol section necessitates methods 
changes. 

4. Methods section. Many projects 
originate within the minds of the 
methods analysts themselves. As in- 
vestigations are conducted on various 
projects, these men are constantly on 
the alert for poor or improper methods. 
When such methods are observed, the 
methods analyst making the observa- 
tion initiates a project letter. 

The methods staff seeks to embody 
in its proposed solutions to the various 
methods projects an affirmative answer 
to some or all of the following ques- 
tions : 


1. Is the proposed method quicker than 
the method being superseded? 
2. Is the proposed method more accurate? 





3. Is the proposed method sound in its 

internal check aspects? 

4. Is the proposed method cheaper? 

The function of the procedures sec- 
tion is not only to write new pro- 
cedures born of new methods but also 
to reduce to writing many well-estab- 
lished procedures which heretofore 
have not received such treatment. 
Though not all-inclusive, the following 
list shows some of the uses to which 
such procedures have been put to in- 
crease efficiency and reduce costs: in- 
structing new employees ; settling ques- 
tions of jurisdiction; reducing com- 
pany operating rules to writing for the 
benefit of auditors, both public and 
internal. 

How well the division has fulfilled 
its primary function may be measured 
by the following accomplishments: Of 
the more than 3,000 printed forms re- 
viewed during the first nine months of 
operation, 482 forms were eliminated 
and 104 forms were created, resulting 
in a net reduction of 378 forms. This 
cut not only the cost of forms to the 
company but also the amount of cleri- 
cal work necessary to complete the 
forms. Moreover 81 projects were 
completed during this period, which 
resulted in the revision of 14 major 
systems and the establishment of 12 
new systems with measurable annual 
savings to the company of many thou- 
sands of dollars. 

By Lawrence P. Jennincs. N.A.- 
C.A. Bulletin, May 15, 1949, p. 1051 :6. 


How to Get More Work from Your Secretary 


B Y raising he average typewriter or typewriter stand a few inches, experts of 
the Office of Personnel Training of the Department of Agriculture claim that 
the amount of energy consumed for each stroke can be reduced from 14 to 17 Ibs. 


to from 14 to 17 oz. 


A typewriter at the proper level in proportion to a person’s 


height results in easy finger movement rather than a full-arm stroke. 
Most typewriters are on stands that bring them only 26 inches off the floor—a 











survival of the days when typewriters were on sewing-machine stands and a pedal 
moved the carriage. Bringing a typewriter a little closer to the user reduces men- 
tal fatigue, gives greater accuracy because fingers hug keyboard more easily. Speed 
champions, say the experts, do their best work at 30 inches. 

—Modern Industry 3/15/49 
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Guideposts to Sound Collective Bargaining 


HE North Atlantic Alliance is 

founded upon the assumption that 
one free enterprise country can serve 
as the cornerstone for the defense of 
14 other nations which have permitted 
some form of socialism to supplant 
their previously long-established sys- 
tems. Two significant facts seem ap- 
parent: (1) The dynamic virility and 
productive output of the capitalistic 
economy of the United States stand 
today as the primary protection for the 
freedom and security of approximately 
450,000,000 persons who comprise the 
western world. (2) All or virtually all 
the nations—the United States ex- 
cepted—embraced in this Alliance orig- 
inally grew and flourished under a 
capitalistic economy, yet they now find 
themselves impoverishedly struggling 
to preserve variegated systems of eco- 
nomic life which have rejected the 
basic tenets of capitalism. 

In these countries, whatever the 
cause, the teamwork of private owner- 
ship and private management and em- 
ployees faltered in its ability to adapt 
itself to the evolutionary problems of 
modern industrialism. 

The economic and political future of 
the North Atlantic Alliance countries 
rests firmly upon the economic strength 
of the United States. The future of 
American capitalism depends on many 
things but on none more important 
than sound and harmonious labor-man- 
agement relations. That conclusion 
can’t be brushed off as a pleasant 
sounding beatitude for the simple rea- 
son that the goods we produce, the 
standards of living we possess, and the 
freedoms we have from governmental 
dictation and control all begin to evap- 
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orate when employers and employees 
struggle against each other. 


There isn’t any magic formula for 
sound collective bargaining. There are, 
however, a number of general attitudes 
and practices upon which the success- 
ful outcome of negotiations largely 
rests. 


1. Sincere Intent to Bargain Col- 
lectively. Sincerity of intent to bargain 
collectively stems from genuine under- 
standing of sound labor-management 
relations within the operating frame- 
work of a production unit. It presup- 
poses a clear concept of mutual eco- 
nomic rights and responsibilities; it 
requires an open-minded appraisal of 
the other fellow’s viewpoint; it seeks, 
through fairness, firmness and moder- 
ation, an honest solution to conflicting 
aspirations. Genuine collective bargain- 
ing rejects the philosophy that estab- 
lished corporate policy or international 
union practice must remain inviolate 
despite the wishes and well-being of 
the employees involved in individual 
situations. It does not indulge in de- 
mands and tactics which “kill the goose 
that lays the golden eggs.” It does not 
utilize the negotiations process or the 
day-to-day employer-employee _ rela- 
tions as an instrument of ideological 
propaganda. 

2. Sense of Responsibility by Both 
Parties. The average contract con- 
tains all sorts of protective clauses—to 
protect union security, to protect man- 
agement’s position, etc. It is high time 
management and labor began to think 
more clearly of their individual respon- 
sibilities to each other and not merely 
of their individual rights—and, at the 
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same time, to recognize their respective 
valid functions. 

3. Agreement on Management's 
Authority. Collective bargaining rela- 
tions frequently break down under the 
pressure of conflicting areas of juris- 
diction. It is important for both parties 
to establish a workable and sound de- 
finition of their respective fuctions and 
of mutual or joint functions. Within 
these function boundaries they might 
then proceed with effective bargaining 
on the details of sound management- 
employee relations. 

4. Frank Statement of Reasonable 
Demands. Both sides often set up a 
“bargaining reserve” by overstating 
their demands or proposing issues far 
removed from what they want or are 
willing to give. The result is the most 
extreme type of horse-trading. Labor 
and management each must be willing 
to support its demands with facts. 
Furthermore, both should be more 
open with each other in furnishing in- 
formation. Poker-playing bluff and 
techniques should be eliminated from 
the bargaining table. 

5. Effective Bargaining Table 
Technique. Basic to the negotiation of 
a contract, to mediation and arbitra- 
tion, are thorough knowledge by both 
parties of all details pertinent to prob- 
lems involved, an intelligent discussion 
of those problems, clear explanations 
of each party’s stand, and an under- 
standing of proper psychological ap- 
proaches. Equally esential to effective 
bargaining table proceedings is a genu- 
ine realization, by both parties, that 
they are attempting to arrive at em- 
ployment terms under which both em- 
ployees and employer can live and 
work together. A “sharp” deal with 
plenty of “mousetraps” may afford 
some personal gratification to the nego- 
tiator but it generally results in chronic 
irritations to the detriment of the em- 
ployees and the company. 
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6. Common Front Against Sowers 
of Distrust. Management and unions 
should work togeter on a common 
front against all who—whether for 
ideological reasons or because they are 
militant and chronic trouble-makers— 
seek to perpetuate employer-employee 
friction rather than to achieve har- 
mony. 

7. Restricted Government Interfer- 
ence. Within our type of society, col- 
lective bargaining can be a productive 
instrument only if it results in the 
amicable settling of issues and in the 
development of constructive employer- 
employee relations without government 
interference. Except as regards the es- 
tablishment of adequate “rules of the 
game,” government direction and deci- 
sions do not belong in the collective 
bargaining process, unless the two 
parties involved permit their unre- 
solved issues to trespass upon the wel- 
fare of the public. 

8. Productivity as a Basis for 
Wages. Each business, large or small, 
is an income-producing unit, and the 
size of this income determines the 
benefits to be received by all the coop- 
erating elements. Wage structures 
must be related to the productivity of 
the workers and not depend fundamen- 
tally upon bargaining strength and 
“economic” pressure. Labor leaders 
must not only recognize the equation 
of wages to productivity but must ad- 
vance the concept of rising produc- 
tivity to their constituents. 

9. Properly Trained Supervisory 
Employees. Industrial _ relations 
should be recognized by management 
as a technical and indispensable func- 
tion of top policy-making executives. 
The same amount of skill, judgment, 
and professional know-how is required 
in this task as in solving the produc- 
tion, sales, and financial problems of 
the enterprise. Below the ranks of top 
executives, every company has layers 
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of supervisors who are the “non-com- 
missioned officers” of management. 
These “corporals and sergeants” are on 
the daily firing line of industrial rela- 
tions, and if they are not fully and ade- 
quately trained in sound employer- 
employee relations, the best negotiated 
contracts will produce unsatisfactory 
or bad results. 

10. Cordial Day-to-Day Relation- 
ships. Sound employee relations de- 
pend upon the recurring solutions to 
the daily problems of people in their 
working environment—whether these 
solutions are blue-printed by collective 


bargaining agreements or involve indi- 
vidualized, man-to-man decisions of 
management dealing with non-union- 
ized employees. 

Good employer-employee relations 
mean far more than the periodic bar- 
gaining of contracts. The negotiation 
and signing of a contract may be the 
dramatic highlight, but the day-to-day 
relationships between management and 
workers are the warp and woof of 
effective collective bargaining. 

From an address by Richard P. 
Doherty before the Worcester Indus- 
trial Relations Institute, Worcester, 
Mass. 


Keeping the Personnel Function ‘On the Ball” 


_ current trends placing a 
growing emphasis upon the need 
for sound employee relations, the role 
of the personnel department is assum- 
ing constantly increasing significance 
in our present-day society. To aid per- 
sonnel managers in appraising their 
own efforts and in bringing their de- 
partments up to maximum effective- 
ness, the California Personnel Man- 
agement Association offers the follow- 
ing suggestions :* 
In Dealing with Management: 


See that the executive to whom you 
report and to whom you are responsi- 
ble is adequately briefed on significant 
developments in the personnel field, on 
other company experiences, ideas that 
have worked, worker attitudes, etc. 

See that he gets a periodic report on 
company personnel functions that he 
can use in his own monthly or annual 
report to the Board of Directors or the 
stockholders. 

Tie in top management closely with 
some key function in the personnel de- 


* Personnel News Letter, January 10, 1949. 
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partment. The president, for example, 
might take a personal hand in the fore- 
man and junior executive training con- 
ferences. In some manner strive to 
have at least one member of the top- 
side management team identified with 
a major function or activity in the per- 
sonnel department. 

In Dealing with Employees: 

Strive to perfect a program to 
develop and maintain individual work- 
er interest and personal effort directed 
toward both their jobs and the organi- 
zation. Make sure that topside man- 
agement and department heads are 
closely identified with such efforts. 

Launch a program that will not only 
arouse job interest among employees 
but will actually tie them in with the 
whole reason for being in business. 
This individual identity “of being in 
business along with the company” is 
accomplished in many different ways. 
Some do it through training, others 
through a program of community rela- 
tions, still others through a well-devel- 
oped program of employee activities. 
But somehow undertake to make com- 
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pany career men out of your present 
employees wherever practicable. 

In Dealing with Your Own Depart- 
ment: 

Identify yourself with the policy- 
making group of your company on the 
first opportunity (by invitation) to do 
so. Keep members of the policy-mak- 
ing group (and members of your own 
department staff) sufficiently supplied 
with information so they can make 
helpful suggestions and _ intelligent 
decisions. 





nating council made up of principal 
department heads—the line personnel 
people—to serve as a sounding-board 
and clearing-house on practical per- 
sonnel problems. 

Cut costs in your own department 
by applying sensible self-audits by the 
staff in the interest of simplifying 
work processes and procedures, elimin- 
ating outgrown personnel forms, may- 
be combining those forms that are only 
occasionally used; and cut out sub- 
scriptions and membership expense of 
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Consider the feasibility of a coordi- services you are not using. 


Workers Feel ‘‘Well Off'’ 


E IGHT out of 10 wage earners feel they are as well off as or better off than 

they were five years ago when prices were still controlled and before “in- 
flation,” according to a recent poll of the Wage Earner Forum sponsored by 
Macfadden Publications, Inc. Half consider themselves better off; another third 
say they are as well off. Only one in five feels he is worse off than in 1944. 

The younger men in particular feel they are better off, doubtless because 
many of them were then serving Uncle Sam. Of the older groups, 46 per cent 
also feel they are actually better off today. 

Of the union members queried, 48.7 per cent said they were better off; 
30 per cent, same; 21.3 per cent, worse off. The same replies of non-union 
workers, in the same order, showed: 51.4, 33.4, 15.2. 

This general feeling of financial well-being coupled with today’s prospect 
of falling prices may be the reason for worker opposition to a fourth round 
of wage increases. 

A fourth round of wage increases is not much favored by the nation’s 
wage earners. Better than six out of 10 of the wage earners polled who had 
formed an opinion are opposed to a fourth round. Opposition of union members 
is 49 per cent to 38 per cent. Non-members of unions are more strongly opposed. 
Unfavorable attitudes are somewhat greater among the older men, and in the 
East and Midwest. 

With the workers better off than in previous years, it is of interest to note 
that a substantial proportion of wage earner families operate on a planned 
budget. The changing condition of the wage earner families is also reflected 
in the fact that three out of four have recently revised their family budget. 
Nearly a third of wage earner wives are currently living on a planned budget 
and actually keeping a record of their expenses. More of the women under 
30 are keeping such budgets than those in the older groups, and fewer of the 
families in the Midwest. 


aa 
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@ THIRTEEN BILLION DOLLARS are spent annually by the American 
people through public and private agencies for social security, health, correction, 
welfare, and recreation, it was reported yesterday by Community Research 
Associates, Inc. This expenditure is the sixth largest in the country, exceeded 
only by the costs of food, clothing, transportation, housing, and national defense. 

—The New York Times 6/10/49 
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Management's Responsibilities in College 
Graduate Recruitment* 


ODAY in America an ever-increas- 

ing number of young people are 
continuing their education beyond the 
high school level. Along with this 
trend, there is another trend that shows 
more and more companies seeking to 
recruit college graduates or employees 
having some college training. If effec- 
tive use is to be made of these em- 
ployees’ educational backgrounds, man- 
agement will have to give more atten- 
tion to selection and placement. 

Since it takes time to develop what- 
ever potential an employee possesses, 
any college graduate employment pro- 
gram should be long-range in scope 
and carried on through the years to the 
extent possible, regardless of economic 
conditions. It should be geared to 
future needs and promotional oppor- 
tunities within the organization, rather 
than to current job requirements. In 
order to take care of future needs, it 
may be good practice to recruit college 
graduates for development at times 
when the organization does not cur- 
rently need new employees. 

It is just as important, however, that 
an employer does not over-recruit 
when economic conditions seem favor- 
able and the business is expanding. 
Opportunity within the organization 
should be the principal criterion of the 
size and scope of the college graduate 
recruiting program. 

Any organization that employs col- 
lege graduates and establishes a re- 
cruiting program to obtain them 
assumes certain general responsibilities 
in connection with it: (1) One per- 
son should be assigned the responsi- 
bility for coordinating the recruiting 
and college or university relations ac- 





tivities, and that person should be 
qualified to discuss scholarships, re- 
search grants, and other forms of 
assistance. (2) Where a college place- 
ment officer has been appointed, con- 
tacts regarding employment should be 
made only with him. (3) The employ- 
er should use great care in selecting 
representatives who are to interview 
students. Those selected should be 
qualified to give a reasonable amount 
of factual information on their organi- 
zation and the opportunities it offers. 
They should be capable of developing 
a favorable impression of themselves 
and the company. And management 
should insure that they have no stereo- 
typed concepts as to personal charac- 
teristics that will have greatest accepta- 
bility to the firm. 

There are also certain specific re- 
sponsibilities employers must assume 
if they are to obtain maximum cooper- 
ation from the schools they contact and 
optimum effectiveness from their re- 
cruiting efforts. 

They should furnish to the college 
placement bureau adequate information 
on the number and fields of education 
of students they wish to interview and 
the fields of work for which these 
applicants are to be considered. When 
recruiting prospects for specific jobs, 
descriptions of the duties and require- 
ments of these jobs should be fur- 
nished. In addition, employers should 
specify the qualifications, such as mini- 
mum scholastic average, characteristics 
they consider desirable, extra-curricu- 
lar activities, and condition of health, 
that are expected of the graduate to 
be employed. 

The placement office should also be 


*From Helping Students Find Employment, by Forrest H. Kirkpatrick, et al. American 
Council on Education Studies, Washington, D. C., April, 1949. 37 pages. 75 cents. 
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furnished with honest, factual in- 
formation on the organization, its 
products or functions, locations, and 
the current financial status. The firm 
should make available an adequate sup- 
ply of any literature it wants distrib- 
uted to students, as well as any forms 
—such as applications or rating sheets 
—that are to be completed by students 
or faculty members. 

The recruiting officer should arrange 
with the placement bureau for a mu- 
tually satisfactory date for interviews 
and furnish definite information as to 
time of arrival on campus, length of 
interviews desired, time of departure, 
and whether or not a group meeting 
with students is needed. These arrange- 
ments should be made at least one 
month prior to the date of interview. 

Business representatives should be 
willing and prepared to talk with all 
prostective graduates who are person- 
ally interested in the company, to hold 
group meetings with students or 
faculty members, and to take part in 
student personnel conferences and 
forums when requested to do so. 

After the recruiting officer has com- 
pleted his interviews, discussed the 
qualifications of the applicants with 
faculty members or the placement off- 
cer, and has had an opportunity to 
analyze the results, he should furnish 
the placement office with copies of any 
correspondence with students, such as 
that regarding further interviews to be 
made at the company or containing 
offers of employment. The employer 
should also be willing to furnish the 
college reasonable follow-up informa- 
tion on graduates recruited in the past. 

Recruiters should take into account 
the problems of the school and not 
expect unreasonable services from it. 

The interviewer should be prepared 
to answer the student’s questions rela- 
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tive tc possible employment with the 
organization. The recruiting officer 
should furnish the student with ade- 
quate factual information on such 
items as recruiting procedure, training 
program, organization, functions, 
products, marketing structure, business 
locations, starting salaries for gradu- 
ates, promotional opportunities, gen- 
eral personnel policies, and benefit 
plans. Moreover, the student should be 
given some idea of the competitive 
aspects of promotional opportunities 
within the organization. The employer 
should refrain from use of high- 
pressure sales methods in attracting 
graduates. 

As soon as it has been determined 
whether or not the student is to be con- 
sidered further, he should be notified 
of the status of his application. It is 
just as important to notify those appli- 
cants who are rejected as it is those 
who are being given consideration for 
employment. If the student is to be 
invited to the company for further in- 
terviews, the invitation should be in 
writing and should clearly stipulate any 
conditions in connection with the trip 
—such as the type of job or training 
program for which he is to be inter- 
viewed, and for what traveling ex- 
penses he will be reimbursed. 

Offers of employment should be 
made in writing. The student should 
not be expected to meet too close a 
deadline in accepting or rejecting a job 
offer; he shall have ample opportunity 
to consider other firms’ propositions. 

To insure the most effective use of 
the graduates employed, some form of 
orientation training program should be 
established, and the graduate’s prog- 
ress followed up until he is estab- 
lished in the place where he can make 
his greatest contribution to the organi- 
zation. 
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Women's Occupations Through Seven Decades 


THE occupational history of American women from post Civil War days to 
the beginning of World War II is the subject of a study by the Women's 
Bureau of the U. S. Department of Labor, Women’s Occupations Through 
Seven Decades, believed to be the most comprehensive record ever published of 
women’s work in this country. : ‘ 

The study begins with the year 1870, the first date at which detailed 
occupational information on women was available, and ends with 1940, the year 
of the last decennial census. It reports not only on the growth or decline in 
individual occupations of women at each decade but discusses in detail the 
reasons for the changes. It shows, for instance, how the mantua maker of 1870 
was shoved out by changes in tastes and styles; how the decline among dress- 
makers and seamstresses, once leading occupations for women, mirrored the 
mechanization in apparel manufacture; how the spectacular advance of the 
white-collar worker paralleled the rise in this country of the corporate system 
and “the distribution age”; how women agricultural workers, important in the 
economy of a young nation, were less significant as the trend toward urbaniza- 
tion got under way. 

By 1940, women workers not only were found in all but nine of the 451 
census classifications but had risen to a total of 13 million persons, about the 
same number as the entire work force 70 years earlier. They also had become 
almost a fourth of all working people as contrasted with 15 per cent that 
women formed of all gainfully employed persons in 1870. Their proportion 
among all women in the population likewise had increased, spurred on by the 
transfer to the factory of spinning, weaving, and other former home tasks, the 
increasing use of time-saving equipment in the home, and the growing need 
for cash income. 

Only three occupations were found among the 10 leading ones for em- 
ployed women both in 1870 and 1940. These were the groups of “servants,” 
teachers, and nurses. The occupation listed in the census as “servants” was 
first in point of numbers in every year, with 1,600,000 women in the classification 
in 1940. Teaching, which also appeared among the first 10 occupations at every 
census, was second in 1920 and 1930 but dropped to third place in 1940. Nurses, 
including practical nurses and nursemaids as well as trained nurses, formed 
the tenth largest group of women workers in 1870. In 1940, it was again tenth, 
though the oeaiiention included only trained nurses and student nurses. 

The seven other leading occupations for women in 1940 were: stenographers, 
typists, and secretaries, holding second place and numbering more than a million; 
“other” clerical and kindred workers, in fourth place with over 700,000; sales- 
women, exceeding the half million mark and ranking fifth; operatives and 
kindred workers (apparel and accessories), sixth; bookkeepers, accountants, 
cashiers, seventh; waitresses (except private family), eighth; and housekeepers 
(except private family), in ninth place. Housekeepers, first shown among the 
top 10 groups in an 1890 classification that included stewards, were lost from 
the 10 leading occupations for several decades before assuming their 1940 
positions. 

—Information Service (Federal Council of the Churches of Christ in America) 6/11/49 





FALL PERSONNEL CONFERENCE 
The Fall Personnel Conference of the American Management 4As- 
sociation will be held on Monday, Tuesday, and Wednesday, September 
26-28, 1949, at the Waldorf-Astoria, New York. 
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The Hidden Payroll 


— hourly wage rate is no longer 
a true indicator of the labor costs 
of operating a business. Labor costs 
are materially increased by the addi- 
tion of such legally required payments 
as social security ; and by voluntary or 
agreed-upon payments for pensions, 
vacations, holidays, profit-sharing pro- 
grams and a score or more of other 
items. These additional costs generally 
do not show up in wage rate figures. 
Most of these non-wage benefits are 
relatively recent innovations, and are 
growing in importance. Thus the 
spread between wage costs and labor 
costs will necessarily widen as time 
goes on. 

In order to get a factual picture of 
the non-wage labor costs of doing 
business, the Economic Research De- 
partment of the United States Cham- 
ber of Commerce recently conducted a 
survey covering: (1) 203 representa- 
tive companies—large and medium- 
sized—located throughout the country, 
providing data for more than 2,100,000 
workers; (2) all Class I railroads, 
approximately 1,500,000 employees; 
(3) 109 firms in the city of St. Louis 
(these firms ranged from very large 
to very small, but the great majority 
had fewer employees than any of the 
companies in the national survey). 

The most important of the conclu- 
sions which may be drawn from the 
returns of the cooperating companies 
may be summarized as follows (figures 
for the railroads are not givén here 
since they coincide almost exactly with 
the averages for the 203 companies in 
the national survey) : 

Wages paid for time worked under- 
state the direct labor costs of doing 
business by a significant amount. 





The average non-wage payments of 
the companies in the national survey 
represent an addition to the labor costs 
of doing business equal to 15.4 per 
cent of the total wage bill. In money 
terms, non-wage payments represent 
an additional 20.5 cents per hour 
worked, or $424 per year for each 
employee. 

The national survey showed that 25 
per cent of the firms had non-wage 
labor costs amounting to more than 
19.3 per cent of their total wage bill, 
representing an additional 25.7 cents 
per hour worked, or $525 per employee 
per year. Labor costs in 50 per cent 
of the cases were 14.4 per cent of the 
total, adding 18.2 cents per hour 
worked, or $389 per year per employee. 
The remaining 75 per cent of the 
respondent firms had labor costs 
amounting to 10.4 per cent of their 
wage bill—an addition of 13.0 cents 
per hour worked, or $270 per employee 
per year. 

There is a wide range in non-wage 
payments among firms and industries. 
While the average non-wage costs 
amounted to an addition of 15.4 per 
cent to the total wage bill, the range 
for individual companies was from less 
than 5 per cent to more than 42 per 
cent ; the averages for individual indus- 
tries ranged from 9.8 per cent to 23.4 
per cent. 

There has been a tremendous growth 
in the importance of non-wage labor 
costs in the past 20 years. A Depart- 
ment of Commerce study indicates that 
in 1929, non-wage costs represented an 
addition of slightly over 1 per cent to 
the wage bill; and at that time, many 
of the non-wage labor costs which are 
so important today were unknown. 


From The Hidden Payroll: Non-Wage Labor Costs of Doing Business, Economic 
Research Department, Chamber of Commerce of the United States of America, Washington 


6, D. C., 1949. 32 pages. 50 cents. 
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Pensions and other agreed-upon pay- 
ments are dominant in banks, public 
utilities, retailing, and the petroleum 
industry, amounting to 40 per cent or 
more of the total non-wage payments 
in these lines. Paid rest periods, etc., 
are of greatest importance in the trans- 
portation equipment and miscellaneous 
groups. Payments for time not 
worked are important in all industries, 
but highest, relatively, in machinery, 
automobiles, transportation equipment, 
and petroleum. Bonuses (since direct 
production bonuses constitute wages, 
only figures on non-production bonuses 
are included here) and profit-sharing 
payments are relatively small, except 
in banking, where they amounted to 
22 per cent of the non-wage labor 
costs. 

Among firms of less than 1,000 em- 
ployees, the importance of non-wage 
payments increases with the size of 
firm; but among firms of 1,000 or 
more employees, the percentage of 
non-wage payments does not vary with 
size of the firm. 

Average non-wage payments re- 
ported by the St. Louis firms were 


smaller than the average for the na- 
tional survey, presumably because of 
the smaller average size of the firms. 
These payments averaged 12.9 per cent 
of the wage bill, 15.9 per cent per hour, 
or $326 per employee per year. Fifty 
per cent of the St. Louis firms paid 
non-wage labor costs of 10.3 per cent 
or more, 12.4 cents or more per hour, 
and $261 or more per employee per 
year. 

Six of the St. Louis firms reported 
non-wage payments equivalent to less 
than 6 per cent of the wage bill, while 
three reported 30 per cent or more. 
More than half the firms fell in the 
range from 8 per cent to 16 per cent 
of the wage bill. 

It is hoped that these data will aid 
in establishing non-wage benefits in 
their proper place as supplements to 
worker income and as components of 
industry’s labor costs. It is desirable 
that business today give greater recog- 
nition to such costs in its reports to 
the public, and that labor generally 
recognize these supplemental benefits 
as a valuable form of security and as 
additions to income. 


Social Service Department 


SOCIAL SERVICE worker is employed by Scovill Manufacturing Co., 
Waterbury, Conn. Employees may request assistance either through their 
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foreman or by personal application to the Social Service Department. Services 
offered include helping to solve the problems of the employee, also those of any 
member of his immediate family. In addition to social and health problems, the 
economic problems resulting from illness of the wage earner are worked out 
through temporary financial aid. 

The Sunshine Fund provides the necessary financial aid dispensed by the 
Social Service Department. Proceeds from the sale of candy in the plant go 
into the Fund. The Fund is held by a local bank, as trustee, with a committee 
of seven employees controlling expenditures. In the past five years, an average 


of $7,500 per year has been disbursed. 
—The Scovill Bulletin 2/7/49 





@ IN SOME COMPANIES where business is heaviest in the summer months 
and full staffs are required, plans are being made to encourage employees to take 
winter vacations. A few have even offered a three-week winter vacation in place 


of the usual summer one for two weeks. 
—Supervision 4/49 
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Shop Participation Guarantees Successful Methods Program 


~ LINE with the continuing empha- 

sis on economy at the Glenn L. 
Martin plant, Baltimore, Md., the plan- 
ning and operations control department 
was given the job of setting up a meth- 
qds improvement program within the 
manufacturing division. The program 
was planned to function on a decentral- 
ized basis, with methods engineers as- 
signed to work directly for the various 
section superintendents throughout the 
factory. 


The prime responsibility of the 
methods engineers is to provide tech- 
nical assistance pertinent to cost re- 
duction, through both operational 
standardization and improving of 
manufacturing procedure. Their ma- 
jor duties may be summarized as fol- 
lows: 


(1) Analysis of specific manufacturing 
operations with a view to developing 
short-cuts and other refinements. 

(2) Investigation of the utilization of 
manpower, tools, equipment, and facilities 
for maximum production at most eco- 
nomical cost. 

(3) Development of measures to reduce 
scrap and rework. 

(4) Standardization of all like opera- 
tions throughout the several manufactur- 
ing departments. 

(5) Development of performance data 
to substantiate the value and facilitate en- 
actment of sound methods innovations. 


Building on the premise that best re- 
sults were to be had through a close 
working collaboration with shop super- 
vision and the operators themselves, 
arrangements were made for direct 
participation by all affected factory 
personnel. An integral part of the 
project was a series of meetings with 
all levels of supervision, stressing the 
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tools to be utilized, time studies, flow 
charts, man and machine charts, plan- 
ning and scheduling procedures, etc., 
with all the “mystery” removed and 
questions freely asked and completely 
answered. 

Once full cooperation had been ob- 
tained from supervision, the operators 
were easily won over on the promise 
that no methods study or report would 
be presented until all concerned under- 
stood and were in accord with every 
phase of the recommendation. With 
this pledge scrupulously maintained, 
the program is no longer the responsi- 
bility of the methods engineer alone. 
The operator, the leader, the foreman, 
and the general foreman all lend their 
talents and support in the form of sug- 
gestions, criticisms, and even (out-of- 
hours) experimentation. 

The procedure employed by indi- 
vidual methods engineers within the 
several factory sections to which they 
are assigned embodies certain major 
steps. These begin with a listing and 
appraisal of problems disclosed by 
their own observation and verified by 
line personnel, through questioning of 
both supervision and workers ac- 
cording to the formula: “What?” 
“Where?” “How?” Thus the sepa- 
rate items emerge. 

Now the engineer prepares a “Meth- 
ods Problem Assignment” sheet for 
each item under inquiry, incorporating 
all pertinent notes and comments. In 
each instance, however, consideration 
is given to limitations imposed by plant 
layout, materials handling, product de- 
sign, tooling, and other collateral fac- 
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At this point evaluations of the 
different problems are made to deter- 
mine which of them’ require complete 
methods analysis, and after consulta- 
tion with the section superintendent a 
schedule of projects is established. 

Detailed studies are begun for each 
project in succession ; the existing pro- 
cedure is broken down into its elements 
and carefully analyzed. After review 
of questionable elements with the oper- 
ators and line supervision, the methods 
engineer works out the solution in all 
particulars, incorporating any revi- 
sions. He follows through on the proj- 
ect by serving in an advisory capacity 
during installation of the newly 
adopted manufacturing procedure. 

The splendid results to be obtained 
through this kind of methods engineer- 
supervisor-worker participation are 
well illustrated by the following case 
history from the electrical assembly de- 
partment. The “Methods Problem As- 
signment” sheet indicated that the plug- 
assembly operation was a bottleneck 
and existing procedure was badly in 
need of modification. 

The leader, foreman, and general 
foreman were contacted separately. 
Each presented his own interpretation 
of the problem. A preliminary plan, 
based on the observations of the meth- 
ods engineer, plus viewpoints ex- 
pressed by supervision, was developed 
and entered on the sheet. This plan 
provided for a flow process chart, time 
studies of various-sized plug assem- 
blies, an operator analysis, and a pre- 
positioned tool and materials study. 

An operator was selected and the 
whole problem was presented to her, 
together with a detailed explanation of 
each phase of the proposed analysis. 
For the purpose in view, it was deter- 
mined that six plug assemblies of dif- 
ferent sizes constituted the representa- 
tive cycle variation. Thereafter, as the 
preparation of the flow chart and re- 
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lated steps of the investigation pro- 
ceeded, all new developments were duly 
checked with this operator, as well as 
with the leader and the foreman. 

In terms of unit lots of the various 
plug assemblies, the flow chart dis- 
closed the following: (1) travel of 
1,527 feet by the operator; (2) seven 
separate inspections; and (3) four 
complete tool changes. After review- 
ing all suggestions, a rough sketch of 
a proposed new bench layout was 
drawn and a tentative report was com- 
piled on the project. This report cov- 
ered the system then in use, specific 
operation conditions as observed, man 
load, time standards for each compo- 
nent of the assembly, and methods used 
to solve the problem. 

Subject to review by the inspection 
department for the purpose of estab- 
lishing the minimum number of ob- 
servation points required to maintain 
top quality, the report now described 
the proposed change-over from the 
“operator for a bench” system to an 
“operation for a bench” procedure 
predicating pre-positioned tools and 
materials. Some of the functions were 
to be re-sequenced to eliminate confu- 
sion, and most important, travel would 
be reduced to 10 feet per lot. Finally, 
the new procedure was interpreted in 
terms of projected net savings. 

At a meeting of operators, leaders, 
and foremen concerned in the project, 
the tentative report was read and dis- 
cussed at length. Suggestions were 
advanced, the advisable changes made, 
and full agreement reached among all 
of those participating. The final re- 
port was prepared with the addition of 
figures on the potential annual savings 
to be realized, and personal acknowl- 
edgments of all who had contributed to 
the investigation. 

By C. H. Hucues. Factory Man- 
agement and Maintenance, May, 1949, 
p. 81:3. 
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You Can Cure Turnover 
By H. M. WILLYOUNG® 


fy ~egpreatdeanny is a peculiar disease. 
The veteran employee is relatively 
immune—it’s the newcomer who is 
highly susceptible. In fact, it is not 
unusual to find 75 per cent of all turn- 
over centering on employees who have 
been with the company less than six 
months. This industrial ailment is, 
moreover, a costly one. Firms that 
have kept careful estimates report that 
it costs them from $10 to over $200 
per individual. Even a moderate turn- 
over rate therefore can be a major cost 
item. Yet it is one that can be largely 
avoided if the right methods are used 
in the induction period. 

Unfortunately, supervisors and fore- 
men—the people who have the greatest 
influence with new employees—are in- 
clined to think of high employee turn- 
over as a problem to be solved by the 
personnel department. The individual 
whose department is being constantly 
upset by departures and arrivals, and 
who has the continuing headache of 
training new people, is apt to figure 
that the employment department is 
falling down on the job of recruiting, 
screening, or placement. 

In some cases, of course, this may be 
the right explanation ; in others, it may 
be partially true. But often the shoe is 
on the other foot. A great deal of turn- 
over is the direct result of improper 
induction and follow-up by the super- 
visor. Unless he picks up where the 
personnel department leaves off, the 
separation rate in the early months of 
employment can be startlingly high. 

In any program aimed at lowering 
turnover costs, the logical place to start 
is with supervisors and foremen. One 
method is to provide them with a writ- 
ten guide including check lists based on 


* Research Institute of America, Inc. 
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company policies. Presented below are 
several check lists which may be modi- 
fied to fit any firm’s particular require- 
ments. 


1. Before requisitioning 

Can vacancy be filled by promotion? 

If not, is more training needed? 

Does vacancy offer opportunity for 
transfer? 

Is workforce sold on the need for an 
outsider ? 

Has the job been made as attractive as 
possible? 

Is personnel supplied with a good pic- 
ture of the person needed? 


2. When interviewing 

How long has applicant held similar 
jobs? 

Have his references been checked? 

Has he a clear picture of the job’s ad- 
vantages: discounts, vacations, bonus? 

Has he a clear picture of its disadvan- 
tages? 

Should the job content be changed? 

Can changes be sold to others con- 
cerned? 


3. After job ts accepted 

Has new employee necessary prelimi- 
nary information: when and where to 
report, suggested dress, where and how 
he will be paid, where he’ll eat, park- 
ing lot location? 

Is the work group prepared? Do they 
know he’s coming? Are they familiar 
with his qualifications? Has their co- 
operation been secured? 


4. Before the new employee reports 

Have you made room for him on your 
schedule? 

Is his workplace ready? Location okay? 
Supplies? A fellow-employee assigned 
as sponsor? His first day’s work laid 
out! 


5. First-day induction 

Has the new employee been welcomed? 

Desk, etc., assigned? 

Immediate questions off his chest? 

Pay procedure reviewed? 

Tour of department been made: layout 
explained, rules and customs, introduc- 
tions made, work assigned ? 

Written informational material issued? 

Department floor plan or roster pro- 
vided? 

Employee turned over to sponsor? 

End-of-day interview with supervisor ? 
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6. First-week induction 

a. Information: (1) Has new employee 
read employee handbook? (2) Does 
he understand rules and regulations; 
necessary procedures; vacation pol- 
icy, bonus plans; how his pay is 
computed; basis of pay increases; 
promotion opportunities; suggestion 
system? 

b. Performance: (1) Does he under- 
stand standards? (2) Have you rec- 
ognized his good points, made neces- 
sary corrections, highlighted his 
progress, given him objectives (im- 
portance of job, departmental goal, 
company goal)? Has he self-confi- 
dence? 

c. Adjustment: Teamwork stressed? 
Any friction? Extra efforts by other 
members of the group acknowl- 
edged? Does he know about depart- 
mental off-the-job activities? Com- 
pany paper utilized? End-of-week 
interview: with sponsor or assistant, 
with new employee. 


Induction is not necessarily 2 proc- 
ess of short duration. The supervisor 
must make regular and thorough 
check-ups long after the first week; he 
must continue to be on the watch for 
such symptoms as loss of interest, a 
defeatist attitude, failure to grasp in- 
structions, low initiative, lack of re- 
sponsibility, poor teamwork and gripes, 
absence of suggestions. (In regard to 
suggestions, the supervisor must make 
sure he himself is not guilty of failing 
to invite and encourage the employee’s 
participation. ) 

For best results, final versions of all 
check lists should be worked out by the 
supervisory staff at a conference. The 
meeting should bring out four major 
points: (1) High turnover is a major 
cost factor. (2) Faulty induction is 
usually at the root of the problem. 
(3) Induction can reduce turnover 
when it is handled as a joint responsi- 
bility of the supervisor and the person- 
nel department — with most of the 
burden on the supervisor. (4) Suc- 
cessful induction must be systematic— 
built around check lists tailored to the 
company’s requirements. 

The logical person to present turn- 
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over costs to the group is a representa- 
tive of the personnel department, 
carefully briefed in advance. These 
are the figures that will have to be 
supplied: 1. Annual rate of employee 
turnover (most easily figured by divid- 
ing the total number of separations a 
year by the average number of people 
on the payroll in that year. The aver- 
age payroll figure can be obtained by 
adding the mid-monthly figures and 
dividing by 12). 2. Costs of employee 
turnover for recruiting, hiring, placing, 
equipping, training and terminating. 

Your turnover costs, of course, are 
actually higher than these figures indi- 
cate, since the figures include only the 
easily measured factors. Have your 
personnel executive list a few of the 
hidden cost factors on a blackboard— 
loss of individual production ; decrease 
of team production; loss due to bad 
community and public relations. If 
you have time, let your supervisors 
themselves dig out a few of the hidden 
cost factors. Simply throw open the 
floor for discussion by asking, “What 
other loss factors are caused by high 
employee turnover ?” 

At the end of the conference, sum- 
marize what the group has worked out, 
explaining that their recommendations 
will be drawn up as a tentative com- 
pany check list, that each member of 
the group will receive a copy and that 
all members of management will be 
expected to make additional sugges- 
tions and recommendations with the 
changes to be discussed, accepted or 
rejected at the next session. Explain, 
too, that the results of the second ses- 
sion will then be submitted to top man- 
agement for approval and that, once 
approved, the lists will become the 
company’s official induction procedure. 

Reprinted by permission of the Re- 
search Institute of America, Inc., New 
York. 
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Radio Communication System Cuts Materials Handling Costs 


QWHERE plant operations cover a considerable area and where diverse 
materials handling equipment is called for, efficient use of both materials 
handling and transportation equipment becomes a difficult problem. 

One solution is the installation of two-way FM radio communication in 
the various plant vehicles. Such a system has proved exceptionally worth while 
at Manitowoc Ship Building Co., Manitowoc, Wis. 

Transportation costs at the company run approximately $250,000 a year. 
Figures for the first three months’ operation since inauguration of the radio 
system indicate a 15 per cent saving in such costs. Direct labor costs for a 
month in one department were cut to $3,000 from $5,400, purely by reduction 
of the idle time spent waiting for handling equipment to arrive. Idle time in 
the transportation department has been cut 70 per cent, and twice as much 
work is being done by each vehicle as a result of the improved job scheduling 
made possible by direct radio contact. 

Advantages of the installation may be seen by considering some results of 
its application to just one of the company’s diverse operations—shipbuilding. 

One ship may require several thousand tons of steel to be handled in 
six or eight weeks. Unloading, storing, and handling before and after fabricating 
operations is required. Over 2,000,000 Ibs. of castings come in during a month 
to be unloaded, stored, machined, and stored again. 

To handle this amount of material without stagnation of flow requires a 
variety of equipment including trucks, fork trucks, small rubber-tire truck 
cranes, trailers, massive 60-ton crawler cranes, a 100-ton crawler carrier railroad 
locomotive crane and a tugboat. Radio communications systems, made by Motor- 
ola, Inc., Chicago, have been installed in all. A central station for contacting 
all vehicles has been set up, and the central operator logs and schedules the 
activities of all vehicles. 

Results have been more than satisfactory. Four trucks rented at $96 a day 
have been eliminated, as the company’s own fleet of five trucks has been found 
able to handle the work. Three locomotive cranes were once used. Now, under 
radio control, one can do the entire job. 

As fast as a railroad car is unloaded or a fabrication job is finished, a 
radio call brings materials handling equipment to move the car or the material. 
Downtime, while crews wait for delivery of material or are stalled until material 
is removed, has been minimized. 

Where once it was necessary to have a man walk the three miles of railroad 
track on company property to expedite equipment and materials handling 
work along the route, radio control now handles the problem much more 
efficiently. Locating the equipment for a particular job has been greatly 
simplified. As soon as the need for materials handling equipment is foreseen, a 
call to the central station will bring the proper type equipment. to the site at the 
proper time. 

Maintenance of a log at the central station has the further advantage of 
providing a continuous analysis of the manner in which the equipment is being 
used and indicates quickly where and how improvements in effectiveness can 
be achieved. 

—E. L. Haase in The Iron Age 5/26/49 


Program Emphasizes the Foreman’'s Part in Safety 


MAIN TAINING safety-consciousness amounts to more than a few pamphlets, 
speeches, or a hepped-up drive once a year at Budd Co., Philadelphia. Budd 
makes safety a year-round, day-to-day duty by requiring foremen to talk to two 
employees daily on safety policies and practices regarding their specific jobs. 
Foremen turn in badge numbers of two different workers each day to depart- 
ment supervisors; learn from them the latest safety requirements of Budd’s top 
management. 
This man-to-man “organizational line of safety action” keeps everyone on the 
ball. It has given Budd an enviable record for safety. 
—Modern Industry 3/15/49 
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Cutting the Cost of Distribution the Easy Way 


ITH the cry “Cut the cost of dis- 
tribution!” echoing on all sides, 
top management today must scrutinize 
the whole gamut of distribution, from 
the time a product is merely an idea in 
the mind of an inventor until it is in 
the consumer’s hands. Costs can be 
effectively reduced if all the elements 
in the distribution process are properly 
coordinated. Presented below, to show 
management how this coordination can 
be achieved, are some of the main steps 
in the program that launched what to- 
day is the best-selling item in one man- 
ufacturer’s line. 

Product Requirements: A few years 
ago, a homemaker walked into a Chi- 
cago department store and requested a 
pie plate with a high-backed rim that 
would prevent her fruit pies from con- 
tinually boiling over, burning the oven 
floor. The request was referred to the 
department’s buyer, who said that to 
his knowledge no such dish was manu- 
factured, but that he would study the 
idea. This buyer, today one of Ameri- 
ca’s outstanding merchandising mana- 
gers, obtained a patent on such a dish 
with a high-backed fluted edge. Later 
this product was offered to Corning 
Glass Works, which planned its pro- 
duction and distribution on a royalty 
basis. 

Market Acceptability: Before put- 
ting this product on the market, Corn- 
ing’s executives decided to check its 
acceptability. A comprehensive market 
research among hundreds of home- 
makers as to use, preference, sugges- 
tions, and the possible price they would 
pay for such a product not only 
showed that the dish would have an 
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acceptable market at a substantial price 
above that of a comparable product, 
but also elicited suggestions for several 
modifications of design. 


Product Design: Because the survey 
indicated that most women wanted 
handles on pie plates, handles were 
added. The dish was also redesigned to 
give it a more graceful shape and then 
turned over for product manufacture. 


Product Manufacture: Investigation 
showed that the design of a product 
and the manufacturing techniques em- 
ployed greatly affected the ease with 
which it could be distributed and the 
price at which it could be sold. With 
this in mind, the shape of the product 
was modified slightly, before it was put 
into manufacture, to achieve more eco- 
nomical production, but the important 
sales points were still incorporated. 


Package Design: For years, Corn- 
ing Glass had packed pie plates 24 to a 
carton. A check with retailers and 
wholesalers revealed that individual 
cartons were preferred since they 
would make it easier to handle the 
product, to wrap it, and thus to sell in 
greater volume. As a result, many 
sales-producing elements were brought 
into the package design, though nor- 
mally this was an exclusive function of 
the production department. 

Carton Design: A study was made 
to determine what should go on the 
outside of the shipping carton. Some 
curious facts were unearthed, for ex- 
ample, that 20 per cent of the time in- 
dividual items of a product line are out 
of stock in the average department 
store. This means that one out of five 
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customers either has to change his de- 
sire for a particular product, or go into 
another store. Thus with the object of 
simplifying stock-keeping and stock- 
taking as much as possible, pictures of 
the product were put on the outside of 
the carton. This made it possible for 
even the most inexperienced stock-boy 
to know when the stock of the prod- 
uct was running low. 

Labeling: For 25 years, the only 
identification on Corning’s pie plates 
had been a small orange label, costing 
30 cents a thousand, stating—in a 
negative sales approach—that if the 
dish broke the customer could obtain 
a new one by returning the pieces to 
the store. When it was suggested that 
to help sell the fluted pie plate a multi- 
colored label be put on the dish that 
would act as an advertisement, show 
the product in use, tell of its advan- 
tages, and give a recipe for cherry pie, 
the decision had to be referred to the 
executive vice president of the com- 
pany. It was only after much discus- 
sion that the decision was made to in- 
clude this descriptive, informative 
label, and then on a “trial” basis. This 
new product was named “Flavor- 
Saver.” 

Pricing Policy: Setting a price for 
a product is usually done in the Pro- 
duction Department, and yet this prob- 
ably affects the sale more than any 
other element. Before establishing the 





price on this new product, the proposed 
price was checked with marketing men, 
as well as with potential customers. 
The Production Department suggested 
a retail price of 40 cents, but investiga- 
tion proved that more of the product 
would be sold at 45 cents than at 40 
cents. It is interesting to note that this 
additional 5 cents made possible a 
larger promotion and advertising pro- 
gram, and offset the greater cost of 
the descriptive label. 

Market Definition: Some companies 
let salesmen or distributors define the 
market. Corning asked its sales force 
for an estimate of the first year’s sale 
of this produtt. The estimate was 
113,000. Then the salesmen were 
shown the new colored label which was 
to be put on the dish. They raised their 
estimate to 200,000. But, as a check, an 
outside marketing organization esti- 
mated over 500,000, and this figure 
was used as a guide for the initial run. 
The actual first year’s sales were 
1,250,000. 

And so, while no single stage in the 
distribution program is responsible for 
its final result, with coordination at 
every step, with more and more execu- 
tives contributing their knowledge and 
experience to the effort, distribution 
costs are reduced—the easy way. 

From an address by Robert A. 
Whitney before the Twentieth Boston 
Conference on Distribution. 


How Today's Sales Executives Run Their Jobs 


TODAY'S sales executive is assuming an increasingly important role in the 

decision-making that solves the broad problems of company management. 
His opinions are valued by top management because they have actual selling 
and contact work as a foundation. This is the picture that emerges from a 
recent field study made for Sales Management by National Analysts, Inc., among 
221 sales executives in New York, Philadelphia, Cleveland, Chicago, and San 


Francisco. 


When asked, “What is your biggest sales problem?”, the typical sales 
executive indicated that, as of the moment, improving the quality and organiza- 
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tion of sales personnel and filling orders for merchandise were far more im- 
portant than any others. Getting a larger share of available business was cited by 
12 per cent of respondents; overcoming buyer resistance due to the price situa- 
tion, by another 12 per cent. 

Following, in the order given, are some of the problems that Mr. Sales 
Executive expects will be pushed into greatest prominence in the coming months: 
adjusting prices to internal costs and market conditions; improving merchandis- 
ing of products at point of sale; raising salesman productivity; opening new 
markets; marketing new products; hiring and training salesmen; giving the 
public a better understanding of products. 

The survey shows that the average sales executive devotes about 22 per 
cent of his time to broad management problems, 11 per cent to manpower 
problems—hiring, training, etc. 17 per cent to advertising and sales promotion, 
23 per cent to routine desk work, 25 per cent to field contacts with customers 
and prospects, and 2 per cent to all other functions (mainly production). 

Comparison of these findings with those of a similar 1940 survey points 
up the changes that have occurred in the sales executive’s functions over the 
past eight years. Percentages of time devoted to the same functions in 1940, 
presented in the same order, show up as follows: 19, 16, 15, 26, 19, 5. 

Moreover, as compared with 1940, the average sales executive: (1) Travels 
half again as many miles. (2) Is more inclined to make his long trips by air. 
(3) Is more inclined to let the salesman own the car. (4) Belongs to more 
associations. (5) Reads more business magazines. (6) Spends more time on 
general management problems. (7) Has even more of a problem of developing 
a good sales force. (8) Gives more time to advertising and sales promotion, a 
trend which may be accentuated as we get further into a buyers’ market. 

—Sales Management 8/15/4€ 


Salesmen's Automobile Expenses 


TO get current figures on salesmen’s automobile expenses, the Sales Research 

Committee of the Rochester Sales Executives Club surveyed 154 of its mem- 
ber companies recently. Highlights of the findings, based on the returns of 91, or 
59 per cent, of the concerns polled, are presented below.* 

Of the companies responding, 69 per cent use salesman-owned cars only; 
11 per cent use company-owned cars only; 8 per cent use both types of fleets; 
and 12 per cent indicated using miscellaneous arrangements. 

Forty-seven per cent of the respondents reimburse salesmen for use of their 
cars on the basis of a flat rate per mile; 10 per cent pay a variable rate on 
mileage; 17 per cent pay a daily-monthly rate or combination of time and 
mileage rates; 26 per cent do not directly reimburse salesmen. 

Of the firms reimbursing salesmen on the basis of a flat rate per mile, 30 
per cent pay 5 cents per mile and less, 47 per cent pay 5% to 6% cents, while 
23 per cent pay 7 cents or more. 

Twenty-nine per cent of the respondents reported 5 cents or less as the 
average operating cost per mile on their company-owned cars. Fifty per cent 
indicated that it was 54%4 to 6% cents, and 21 per cent said 7 cents or more. 

*See: The Sales Research Committee of the Rochester Sales Executives Club Reports on 


“Salesmen’s Automobile Expenses,” Sales Research Committee, Sales Executives Club, Roches. 
ter, N. Y., 1948. 32 pages. $1.00. 





@ RUSSIA POINTS WITH PRIDE to the fact that Russian women are 
doing men’s work and are getting men’s pay. That’s nothing. Over here women 


get men’s pay without doing any work. 
—Personnel Journal 4/49 
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Trade-ins Pose a Problem 


(TRADE-IN days are back again. 
Marketing men and manufacturers 
are having to give more attention to 
this sales-producing device now that 
backlogs are disappearing. And the 
problems involved are bound to get 
knottier as normal conditions return 
completely to consumer durable goods. 
There are plenty of good reasons 
why merchants and manufacturers 
alike are giving trade-ins the once 
over. Mainly, they come down to these 
three: (1) Trade-ins stimulate sales. 
It’s easier to sell a new refrigerator to 
a customer who already has one in 
working order if she has the oppor- 
tunity of converting her present model 
into cash or a down payment. (2) The 
trade-in is the handiest form of price- 
cutting. Particularly on merchandise 
that is fair-traded, or sold at a manu- 
facturer’s “suggested price,” the trade- 
in gives the dealer a means of offering 
a dollars-and-cents concession. (3) 
There is a market for many lines of 
second-hand merchandise. The trade- 
in enables the merchant to tap a low- 
income market that can’t afford to put 
up enough money for a piece of new 
equipment. This market, however, 
isn’t nearly big enough to absorb all 
the merchandise that’s traded in. It 
varies by lines—the biggest second- 
hand market is probably in automo- 
biles, the smallest in traffic appliances 
(appliances that you can carry home). 
In planning a sales campaign built 
around replacements, you have to take 
into account some basic factors: dura- 
bility and obsolescence of the custom- 
er’s present model, and his actual 
out-of-pocket cost if he decides to 
trade his 1941 wringer-type washing 
machine for a streamlined 1949 auto- 
matic. 
For one thing, you have to empha- 
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size new features— added comfort, 
more safety, easier operation, some- 
thing in the new model that the old 
model lacks. If you plug these hard 
enough, the consumer may forget that 
the old refrigerator still keeps the milk 
cold. 

Stressing style—the new 1950 sedan 
with 30 additional pounds of chrome 
plate and four cigarette lighters—is 
another way that manufacturers are 
persuading consumers to get rid of the 
old model. The auto trade is where 
this factor bulks largest; it’s consider- 
ably harder to convince a customer that 
style is vitally important in a home 
refrigerator, washing machine, or elec- 
tric coffeepot. 

Price—the actual money you have to 
lay on top of your old model to take 
the new model out of the salesroom— 
is perhaps the most succulent bait in 
the replacement market. Now that 
most appliance dealers, for example, 
are offering trade-in allowances, dol- 
lar-wise consumers are shopping 
around a bit, looking for the best deal. 

Trade-ins, of course, don’t extend 
to all lines of merchandise. Mainly, 
they have turned up in automobiles, 
appliances, typewriters, tires, auto bat- 
teries, and to a lesser extent, a few 
other lines. 

Both historically and currently, most 
new cars are sold with a trade-in at- 
tached. One big auto maker puts the 
trade-in figure at five out of six trans- 
actions. This ratio still isn’t quite so 
high as in prewar days; in 1937, for 
example, some 88 per cent of new-car 
sales were for replacement. 

The main phenomenon that has oc- 
curred in the auto industry recently is 
in the matter of whose weapon the 
trade-in really is. 

Prewar, it belonged to the customer. 
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The dealer sacrificed some two-thirds 
of his discount on the new car (usually 
about 25 per cent) in an over-allow- 
ance on the used one. Thus, the used- 
car end of the business was the one 
which dictated how much he made or 
lost. 

After the death of price controls at 
the end of the war, the trade-in be- 
came the dealer’s club, not the custom- 
er’s. Most dealers insisted on a 
trade-in before delivering a new car. 
They allowed much less than the old 
car would have brought in the open 
market. So, usually, they made more 
on the trade-ins than they did from 
new cars. Many dealers found this so 
lush that they didn’t sell their used 
cars to consumers at all; they simply 
wholesaled the trade-ins, losing the 
chance to make an extra $100 or $200, 
but eliminating the problems of a used- 
car department, extra space, and recon- 
ditioning. 

Today the picture is changing rap- 
idly. The market value of the “new 
used” cars has pretty well settled down 
to non-premium levels. And the value 
of the one-, two-, and three-year-olds 
has gone far below the original pur- 
chase price. This has put the trade-in 
blackjack back in the hands of the 
customer. 

Dealers of slower-selling new cars 
are beginning to have to over-allow on 
used ones again to get business. And 
some few dealers are so fearful of 
future used-car prices that they are 
refusing to take trade-ins at all. In- 
stead, they give the buyer a cash dis- 
count on one of the slower-selling new 
models, tell him to peddle the used one 


elsewhere. Indicative of the impor- 
tance of trade-ins as a price weapon is 
the fact that some appliance dealers, 
after making generous trade-in offers, 
don’t even bother to pick up the old 
merchandise. 

The few dealers who are equipped to 
carry on a full trade-in operation do, 
of course, take in and recondition the 
old models. And once the dealer puts 
the reconditioned unit back on the mar- 
ket, he has a new worry: The used unit 
is actually competing with his new 
models. 

This will pose a big problem for 
sellers of refrigerators and other ma- 
jor appliances in the next few years. 
Their initial equipment market is rap- 
idly getting saturated. That means an 
increasing portion of their market is 
going to be for replacement; they’re 
going to be taking in more and more 
trade-ins. 

The auto industry ran head-on into 
that problem 20 years or more ago. It 
solved it by developing a completely 
new business—the used-car business : 
a streamlined merchandising setup for 
getting rid of the trade-ins without 
competing too seriously with its own 
new-car sales. 

Most of the appliance industry has 
no such setup today. It isn’t geared— 
physically or mentally—for warehous- 
ing, for reconditioning, for promoting 
sales to the part of the population that 
can’t pay new-model prices. But it 
will have to adjust itself—and soon— 
if it wants to continue to do business 
at a profit. 

Business 
p. 59:4. 


Week, June 4, 1949, 





@ FAITH is a kind of winged intellect. 


heen men who believed like giants. 
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The great workmen of history have 


—Cuarites H. PaArKuurst 
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The Equity Capital Market: Its Significance to Management 


By EMIL SCHRAM 
President 
New York Stock Exchange 


Hs is a season of youth and hope. 
It is a time when hundreds of 
thousands of young people have turned 
their backs on a sheltered world to put 
the knowledge and skills acquired at 
school to the acid test. Some 700,000 
of these young people have recently 
been added to our labor force. We 
must not permit them to become Ex- 
hibit A of a stark contradiction be- 
tween the claims of democracy and 
actuality. That means jobs, which, in 
one word, is the significance of the 
equity capital market to management. 

In the last few years, management 
has not been sufficiently aware of the 
ominous note in what the equity capital 
market has been saying. When the 
values of evidences of ownership move 
inversely to business activity and 
profits, when re-invested earnings seem 
to have no value and practically every 
new offering of common stock is 
greeted by a wave of apprehension 
and fall in the price of the oustanding 
stock, it should be clear that something 
is wrong. The equity market is a place 
where evidences of ownership can be 
acquired and transferred, but it is 
much more than that. 

That one of the largest banks should 
have to pay 6 per cent for additions 
to capital funds and dilute the equity 
of present stockholders by offering 
stock at 64 per cent of conservative 
book value at a time when corporate 
bonds are salable at prices to yield less 
than 3 per cent is eloquent proof that 





investment funds are absent in so far 
as savings going into ownership secur- 
ities is concerned. 

Small and medium-size businesses 
are effectively precluded from raising 
equity capital. We may talk about the 
vast pool of savings. For these enter- 
prises, it might just as well not exist. 
The most persistent force adding to 
the strength of bigness and to the 
weakness of small and medium-size 
business is the present tax structure. 

Big companies under present condi- 
tions cannot sell common stock except 
on a costly basis, but at least they have 
access to the marketplace. Not so with 
smaller firms. Yet in a readjustment 
period their needs are likely to be most 
urgent. According to data compiled 
by the Federal Trade Commission and 
the Securities and Exchange Commis- 
sion, all manufacturers at the end of 
1948 had a current ratio of 2.7 to 1. 
Those with assets of $1,000 to $249,000 
had a current ratio of only 2.14 to 1. 
The liquidity ratio, or ratio of cash 
plus government securities to total cur- 
rent liabilities, improves steadily as one 
moves from small to medium-size to 
large companies. This indicates where 
the inability to obtain additional equity 
funds is most serious. 

Applications to the Reconstruction 
Finance Corporation for business loans 
have mounted rapidly in recent weeks. 
The place of the commercial banker in 
the financial organization of society is 
secure, and life insurance companies 


From an address delivered at the 1949 General Management Conference of the American 


Management Association. 


384 


The Management Review 


have ai 
pay go 
money. 

howeve: 


can or 
individt 
terprise 
it alrea 
agemen 
by the 
Toe 
lem of 
and e 
family- 
such < 
means 
reduce 
group | 
enterp: 
questic 
return 
use of 
ment, 
be igr 
depenc 
from | 
provid 
under: 
going 
acquir 
much 

Sav 
are t 
broug 
raised 
very | 
juncti 
ershij 
water 
of sa 
of ri 
ment 
positi 

Ur 
and 
the 
New 
jobs- 





less 


| July, 


far 
ur- 


Ses 


ng 
the 


li- 
pt 
ve 
th 
nt 
st 
d 
d 


3- 


o™ TP ND OD 








have aided firms that did not want to 
pay going market rates for equity 
money. It is important to emphasize, 
however, that none of these sources 
can or should take the place of the 
individual seeking participation in en- 
terprise. Trouble is bound to arise, as 
it already has cropped up, when man- 
agement cannot accept the values placed 
by the market on common stocks. 

To every estate faced with the prob- 
lem of liquidation of business interests 
and every individual proprietor or 
family-owned enterprise, a market 
such aS we are now experiencing 
means that all capital values must be 
reduced proportionately. To every 
group contemplating investment in new 
enterprise or debating expansion, the 
question is raised as to what rate of 
return must be earned to justify the 
use of funds for unsheltered invest- 
ment, and the prices of stocks cannot 
be ignored. Our studies show that, 
depending on the industry, it takes 
from $3,000 to $36,000 per worker to 
provide a job, and this figure is an 
understatement because the worker in 
going companies is using other assets 
acquired when the price level was 
much lower. 

Savings, however, are plentiful, we 
are told. The savings figures are 
brought up every time this quesiion is 
raised. Without going into detail, the 
very size of aggregate savings, in con- 
junction with the apathy toward own- 
ership, tells the story. Savings, like 
water, will not run uphill. The flow 
of savings is largely in the direction 
of riskless investment and the attain- 
ment of a creditor or preferred 
position. 

Until recently, everyone—domestic 
and foreign observers alike—admired 
the adventurous spirit of Americans. 
New products, new businesses, new 
jobs—these cannot develop from risk- 
less investment alone. Rather than 
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conclude that Americans have changed, 
the inference must be that the change 
in conditions has forced a change in 
their attitudes. 


These conditions arise out of the 
faulty tax structure. There is impera- 
tive need for improvement in this 
structure. Revenue requirements in 
the foreseeable future, however, pre- 
clude the thorough revision of the 
federal tax structure and the integra- 
tion of federal and local taxes and per- 
sonal and corporate taxes that are 
urgently necessary. When the best is 
unattainable, it is good sense to accept 
the better. For that reason, Jobs and 
Taxes, a study to be published shortly 
by the New York Stock Exchange, 
concentrates on only two phases of 
federal taxes. With no loss of revenue 
to speak of, and a prospect of ulti- 
mately increasing revenues, changes 
made now at the strategic points dis- 
cussed in this study would turn the 
tide and help provide the jobs without 
which disappointment and frustration 
face so many young people. 

A dynamic economy is synonymous 
with adequate capital formation. The 
high degree of postponability of con- 
sumer durable goods accentuates the 
fluctuations of business activity and 
employment. Government economists 
would like the people to spend more 
of their income. They will if they are 
confident about their jobs. High em- 
ployment goes hand in hand with high 
expenditures on capital and equipment. 
In fact, the deficit at the end of the 
war was so large that in current prices 
it is estimated it would require nearly 
a decade of spending on new plant and 
equipment at recent rates in order 
merely to erase the accumulated deficit. 


To quote from Jobs and Taxes: 


In view of the ravages of the past 16 
years on our stock of capital, we would 
expect to find both capital formation and 
expenditures for new plant and equipment 
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proceeding at a pace considerably in ex- 
cess of the average ratio of the years 
before 1929. Instead, they have been fall- 
ing behind or, at best, just about equaling 
these rates. Still more serious, however, 
in its implications for our future economic 
growth, is the fact that expenditures for 
plant and equipment tended to level off 
during 1948 and threaten to show an ab- 
solute decline in 1949, 

While plant and equipment outlays for 
the four quarters of 1948 were larger 
than outlays during corresponding periods 
one year before, the successive percentage 
increase showed a generally downward 
trend. Official estimates indicate that ex- 
penditures for the second quarter will fall 
slightly below those of the corresponding 
period of 1948, and that during the second 
half of 1949 they will be about 14 per cent 
below those of the last half of 1948. It 
is particularly significant that the decline 
in capital expenditures reflects in part the 
fact that the growth in the number of 
business enterprises had virtually ceased 
before the close of 1948 and that the in- 
crease in the number of small firms al- 
ready in existence was seriously retarded. 
A continually increasing proportion of 
expenditures by manufacturing concerns 
was accounted for by firms with assets 
of $5 million and over. It is vital that we 
take steps to create a more favorable 
climate for investment so that no serious 
drop in expenditures on new plant and 
equipment will materialize. We would 
not indeed be setting our sights too high 
if we endeavored to maintain such out- 
lays in the future at a rate above 1948 
levels. 


To this end I make the following 
recommendations : 


1. Attack the problem of double 
taxation of dividends by allowing indi- 
viduals a credit for dividends received 
when computing their federal income 
liability. The credit should begin with 
10 per cent and be increased later as 
the general budgetary situation permits. 

2..,Change the tax treatment of cap- 
ital gains and losses by reducing the 
maximum effective rate on capital gains 
from 25 per cent to 10 per cent and 
the long-term holding period from six 
months to three months. Allow indi- 
viduals to charge a maximum of $5,000 
of capital losses against their ordinary 
income each year. 
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Given these changes, I visualize a 
current of renewed vigor running 
through the economy. This would 
break the vicious cycle which has 
caused only a trickle from either the 
vast pool of stagnant capital or the 
present accretions of savings to enter 
the job-making processes. It would 
enable business to liberalize dividend 
payments and avoid contractual obliga- 
tions that necessarily restrict freedom 
of action and increase economic rigidi- 
ties that are already too severe. 

The report on the labor force for 
May, 1949, issued by the Bureau of 
the Census showed that unemployment 
had risen again to the highest level 
since the spring of 1942. This unem- 
ployment rise was contrary to seasonal 
expectations, and was caused, in the 
main, by an unusually early influx into 
the labor market of a number of young 
persons of high school and college age. 

We cannot attribute unemployment 
to speculative excesses or to a weak 
banking structure; nor can we blame 
it on the failure of wage rates to keep 
pace with the cost of living. Certainly, 
the answer can’t be that the govern- 
ment is spending too little. Thus all 
the standard arguments fall by the 
wayside. 

This unemployment trend underlines 
the need for us to begin at once a ven- 
ture capital campaign. Management 
men can, out of their experience and 
knowledge, tell Congress in specific 
terms how much their companies must 
invest to hire an additional employee, 
or install an additional machine; how 
much they or others who might be in a 
position to assume risks of enterprise 
would have to receive to make a divi- 
dend attractive, after taxes ; what their 
rate of profit on a dollar’s additional 
investment would have to be to pay 
such a dividend; the change in their 
debt-net worth ratio and the reasons 
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why they would prefer, under more 
equitable tax treatment, to obtain per- 
manent ownership funds rather than 
borrowed capital. Management can 
tell Congress why capital gains taxes 
represent a mingling of two different 
concepts, income and capital, and why 
the present rate cuts into the willing- 
ness to put funds to work to bear the 
brunt of inevitable economic squalls 
and storms. The story can be told to 
stockholders and workers in annual 
reports and enclosures with dividend 
checks and in house organs, at social 
gatherings and at meetings of business 
men. No story is fraught with greater 
significance to the country’s economic 
welfare. 

What I propose is an all-out attack 
on a tax structure that is obstructing 
expansion and throttling incentive and 
initiative. Squeezed between institu- 
tional changes of a deep nature and a 
hostile tax structure, ownership sav- 
ings demand realistic treatment. When 
farmers were injured by forces of a 
general character in relation to the 


conditions affecting the rest of the 
country, farm parity was devised to 
correct the situation; when legislation 
lagged behind economic forces and 
labor was at a disadvantage, labor was 
granted the equivalent of parity treat- 
ment. Ownership, which lies at the 
base of the whole economic structure, 
is threatened today. This situation 
must be corrected. What I am striv- 
ing for, in effect, is merely parity for 
ownership in so far as the extraor- 
dinary fiscal situation will permit. 
Fortunately, strategic changes can be 
made that will help activate stagnant 
pools of existing funds and energize 
current savings. But these changes 
cannot wait. 

This isn’t a fight in behalf of a few 
imaginary absentee owners of industry 
or executives who have already made 
their place in industry. It is a fight to 
encourage industry, to remove the basis 
for the fear that is spreading, to pre- 
vent hardening of the nation’s eco- 
nomic arteries. 


What Will the Dollar Be Worth? 


—-— HIS is an inflation of the dollar which averages out to 100 per cent per decade 


for 11 successive decades.” 


This picture, drawn recently in The New York 


Times by an investment house, was dramatized by showing that a $6 wage in 1834 
equals $75 in 1949, and that today’s $75 would jump to $938 in 2060 if the rate 


continues, 


Actually, this overstates and at the same time misses the point. 


A rise of 


only $6 each decade would mean $141, not $938 by the year 2060. But the main 


point is that an increase of 60 cents a year has become peanuts. 


The last decade 


alone accounted for over half the jump from $6 to $75. The average increase in 
the last 10 years has been about $3.50 a year. 

The ascent may not continue at this rate, but certainly the sharp acceleration 
is enough to shock us into a new questioning of the dollar. 

The long-term value of the dollar is a fundamental problem for personal and 
business planning ahead. And the long-range outlook, as far as anyone can see, is 


“chronic inflation.” 
creeping up. 


The measure of the inflation is the increase in our money supply. 


Despite sharp slumps from time to time, the price level keeps 


Between 


1939 and December, 1948, it soared from $63.3 billion to $168 billion. 
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—Research Institute of America 
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Tax Consequences of Pension Plan Changes 


OUNSELORS in the field of pen- 

sion planning advocate periodic 
reexaminations of a company’s pension 
plan in order to take advantage of 
changed conditions and to insure that 
the plan is basically sound. Among the 
factors which should be carefully 
weighed in making any change in a 
pension plan are those relating to 
possible adverse, or new, income tax 
consequences. To a discussion of some 
of those consequences this paper is de- 
voted. For reasons of convenience, the 
discussion will be based on the assump- 
tion that the changes, whatever they 
may be, are made in pension plans 
which have initially satisfied the condi- 
tions of Section 165 of the Internal 
Revenue Code, relating to so-called 
exempt employees’ trusts. 

The Commissioner of Internal Reyv- 
enue has issued a stern caveat that the 
concept of a pension plan for pur- 
poses of Section 165 implies a perma- 
nent, in contradistinction to a mere 
temporary program of affording retire- 
ment benefits to employees. Further- 
more, he has warned in his regulations 
that if a retirement plan is abandoned 
or in effect terminated for any reason 
other than real business necessity with- 
in a few years after such plan has 
taken effect, such occurrence will be 
evidence that from its very beginning 
the plan was not in effect a bona fide 
plan for the exclusive benefit of em- 
ployees. Thus the burden of proof to 
show that it is real business necessity 
that prompts the termination of the 
plan rests upon the employer. 

The information which is required 
by the Commissioner upon termination 
must go beyond the evidence which 
merely supports or even proves the 
contention of the employer that busi- 
ness necessity caused the discontinu- 
ance. Hence, the information to be fur- 
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nished the Commissioner must also 
show whether the plan, in its operation 
and as a result of its termination, satis- 
fies all the requirements of Section 165. 

The significance of what has just 
been said lies in the fact that termina- 
tion of a plan may in effect discrimi- 
nate in favor of employees who are 
officers, stockholders, or highly-com- 
pensated employees, supervisory or 
otherwise. 

If termination of the plan is not sup- 
ported by real business necessity, or 
even if supported by such necessity 
nevertheless effects discrimination, 
then presumably the plan will be con- 
sidered as disqualified retroactively 
from its inception. Its tax exempt sta- 
tus, at least during the so-called open 
years in which the Commissioner may 
make additional assessments, will be 
forfeited. If, for example, a trust has 
been set up, income which it has earned 
will be subject to tax, a consequence 
which might be of considerable 
moment. In addition, the deductibility 
of the employer’s contributions to the 
plan will be affected. Whereas con- 
tributions to a qualified plan are de- 
ductible, subject to the limitations of 
Section 23(a), regardless of whether 
the employees’ rights to the contribu- 
tion of the employer are forfeitable or 
non-forfeitable, deductibility of the 
employer’s contributions to the plan 
now deemed to be retroactively dis- 
qualified by virtue of its termination 
will depend upon whether the rights of 
the employees are non-forfeitable. If 
such rights are forfeitable, then the 
contributions of the employer will be 
held to be non-deductible. Employees 
covered by a retroactively disqualified 
plan may likewise be adversely 
affected. 





Of more immediate interest to man- 
agement than tax consequences on 


| 
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termination or abandonment of a pen- 
sion plan, are the possible tax conse- 
quences arising from inauguration by 
the Federal Government of a broader 
Social Security program. Though the 
government’s final revisions in the pro- 
gram have not yet been crystallized, we 
may with profit consider the import of 
broad changes that members of both 
parties of Congress have agreed are 
needed. 

Some plans provide that the Social 
Security retirement benefit is to be 
deducted in whole or in part from the 
employee’s pension otherwise payable 
under the plan. Hence, in effect the 
employer’s contributions are for so- 
called “net” retirement allowance. 
With rising Social Security benefits, 
the net benefit under the plan becomes 
smaller, presumably requiring smaller 
contributions from the employer. 

In contrast with such “net” plans 
are those that provide for scales of 
pensions which are added to Social 
Security retirement benefits. If such 
benefits are increased, then the total 
amount payable under the plan would 
likewise be increased. The connection 
with Social Security is thus somewhat 
indirect. 

A third type of plan is that which is 
called an “excess plan,” designed to be 
integrated with retirement benefits 
under a Social Security program. An 
“excess plan” is based upon either 
ignoring all or part of the first $3,000 
of annual compensation in the deter- 
mination of benefits and eligibility or 
providing benefits at a higher rate with 
respect’ to annual compensation of 
more than $3,000. If Social Security 
benefits should be liberalized, a so- 
called “excess plan” might be able to 
provide proportionately higher bene- 
fits with respect to annual compensa- 
tion of more than $3,000 and still not 
lose its status as a properly integrated 
plan. 
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It has been the view of some who 
keep in close touch with trends that 
the so-called “excess plans” are losing 
popularity. The reason for such loss in 
popularity seems to be that Social Se- 
curity retirement benefits, having been 
based thus far on only the first $3,000 
of annual earnings, are rapidly becom- 
ing insufficient and inadequate for even 
subsistence purposes let alone decent 
living. Consequently, more and more 
plans are broadened to include all em- 
ployees rather than merely those earn- 
ing annually more than $3,000. 

If the annual taxable wage base for 
Social Security purposes is increased, 
the presently integrated plans must 
again be reviewed carefully. Initially, 
such increase in the wage base would 
mean an increased total retirement pen- 
sion under the plan and from Social 
Security. Consequently, in at least 
some instances, the primary benefits 
under the pension plan would have to 
be altered, presumably reduced. More- 
over, notwithstanding the apparent 
trend away from excluding from a 
pension plan persons earning merely 
the annual wage base of $3,000, if an 
employer should wish to exclude such 
employees—whether the annual wage 
base for Social Security purposes be 
$3,000, $4,200 or $4,800—such a plan 
may still be properly integrated for tax 
purposes. 

The importance and necessity of in- 
tegration and correlation cannot be 
over-emphasized. If, notwithstanding 
changes in Social Security benefits, 
annual wage base and coverage, present 
plans are permitted to continue with- 
out change, many employers might find 
themselves in the unhappy position of 
having plans which are not properly 
integrated and correlated to the Social 
Security program and which are there- 
fore discriminatory in effect and oper- 
ation. What has been said earlier in 
this paper, with respect to the serious 
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tax consequences of having a plan dis- 
qualified under Section 165 concerning 
termination, may in part at least apply 
in the case of discrimination because of 
disappearance of integration and cor- 
relation. Those tax consequences will 
affect adversely both the employer and 
employees. 

Proposed changes in the Social Se- 
curity program provide in some mea- 
sure an immediate impetus for reex- 
amination of plans which are to some 
degree linked with the Social Security 
program. 

Whatever the changes and however 
effected, it is, of course, paramount 
that they be consummated within the 
framework of plans that will remain 





qualified under Section 165. Many 
times changes are agreed to between 
employers and employees that are un- 
satisfactory from the standpoint of 
maintaining tax exempt status for the 
pension plan. In the long run, both 
employers and employees will stand to 
gain if temporary and immediate ad- 
vantages are waived in the interest of 
maintaining a pattern of pension bene- 
fits which will not destroy or even 
jeopardize the tax exempt status of 
the pension plan. 

From an address by Leo A. Dia- 
mond at the National Conference of 
Electric and Gas Utility Accountants 
(published in Edison Electric Institute 
Bulletin, May, 1949, p. 155:5). 


Principle of Budgeting Needs Wider Acceptance, Survey Shows 


‘Topay’s price cuts and certain static costs make determination of break-even 


points increasingly important. 


The break-even point is most accurately deter- 


mined through the development and use of standards and budgetary allowances. 
Yet how many manufacturing concerns use budgets to reduce costs and control 


break-even points? 


A survey made in 1938 among manufacturers in the states of Illinois, 
Wisconsin, Iowa, Indiana, Michigan, and Ohio was repeated during the first 
quarter of 1949. Note the divergent responses to the following questions: 

Do you operate a complete budgetary plan? If not, what phases of your 
operations do you control through budgetary practice? 


Complete Budgetary System 
Manufacturing Expense 
Manufacturing an 
Sales Expense Only 
Sales Volume and Production 
Purchases 

Principal Items 

Cash Requirements 

As Required 

No Budgets of any Kind 


Total 


Progress? 


Sales Expense 








1938 1949 
13.8% 19.1% 
15.1 24.7 

6.2 5.1 

2.8 1.7 

8.5 11.4 

3 7 

4 a 
21.8 30.9 

9 of 
30.2 5.2 
100.0% 100.0% 


Yes—but insufficient over a decade. 


A sound variable budget, one which throbs to the pulse of the business, 
is a statement of company policies in terms of future profits. Why, then, do 


we not find wider acceptance of so sound a principle? 


Could it be that 


management prefers expediency to planned policies? May not such laissez faire 
practices hasten irksome governmental planning? 


—Benepict M. Sayre (Benedict M. Sayre & Co., Chicago) 
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@ TAKE YOUR CHOICE: To keep you from starving after paying taxes, the 
U. S. Government Printing Office has, at the taxpayers’ expense, published just the 
thing for you: Recipes for Cooking Muskrat. You don’t care much for muskrat? 
Very well, how about Attracting Birds, or Directions for Poisoning Thirteen- 
Striped Ground Squirrels? (Serve with truffles and antidotes on the side.) 

—The Controller 4/49 
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Some Cost Factors in Construction Planning 


ANY executives are now consider- 
ing the advisability of factory ex- 
tensions or construction of new plants. 
A decision to proceed with new con- 
struction at this time, however, re- 
quires careful analysis of all relevant 
factors. 

Take the cost factor, for example. 
Recently presented graphs based upon 
values given in the Index of the Ameri- 
can Appraisal Company indicated that 
if the purchasing power of the con- 
struction dollar in 1939 is assumed as 
100 cents, the relative dollar value de- 
creased during the war years to 73 
cents in 1945. Since the war the drop 
has been more rapid, the average value 
for 1946 being 60 cents, 49 cents for 
1947, and only 42% cents for 1948. 
Stated another way, costs of a con- 
struction job in 1948 were, on the aver- 
age, 235 per cent of those of a similar 
job in 1939. Or, taking the postwar 
years for comparison, a new plant in 
1948 cost 40 per cent more than the 
same plant in 1946. These cost ratios 
are in close accord with figures from 
other sources. 

With such increases in costs before 
him, a business man is faced with a 
number of questions. Can the new con- 
struction be deferred? If deferment is 
possible, will building costs be greater 
or less at some future time? If post- 
ponement of construction is inadvis- 
able, will investment in the new plant 
be a profitable undertaking? If a new 
building program is undertaken, what 
can be done to keep costs at the 
minimum ? 

Principal elements of cost in new 
construction are labor, structural ma- 
terials, machinery and equipment, and 
engineering supervision. The cost of 
all these has increased in recent years. 

Whether or not labor costs have 
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reached a peak depends on several 
factors. An increase in the minimum 
wage and another round of wage de- 
mands would put a stop to the present 
trend toward stabilization and lead to 
further increases in labor costs. Some 
sources doubt whether these measures 
will be effected in view of apparent 
slackening of market demands. On the 
other hand, labor rates are not likely to 
decrease in the near future, because 
costs in all lines would have to drop 
to maintain our standard of living. The 
only sure means to reduce the labor 
cost of products and maintain present 
wage rates is to increase the produc- 
tivity of each worker. 

Shortages of structural materials— 
both in wartime and recent years—- 
have pushed their prices upward. 

Replacements and additions deferred 
during the war resulted in a large ma- 
chinery and equipment demand, which 
is still critical in several lines. Because 
of the pressing demand, prices of ma- 
chinery and equipment will remain 
high. However, additions to quoted 
prices through escalator clauses in con- 
tracts may tend to level off if other 
labor and material prices are stabilized. 

Since the cost of machinery and 
equipment consists principally of labor 
charges, prices will not decrease appre- 
ciably unless labor expense also de- 
creases, either through lower labor 
rates or increased production efficiency. 
As indicated, labor rates will probably 
be retained at present figures; we 
therefore deduce that structural ma- 
terials, machinery and equipment will 
not decrease in price to any great ex- 
tent in the immediate future. 

Engineering and supervision gen- 
erally contribute about 10 per cent of 
the total cost of a construction job. The 
wartime shortage of trained engineers 
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has been only partially relieved by the 
recruiting of younger men since these 
men lack the experience and know-how 
of older engineers. The competence of 
engineering groups is increasing, how- 
ever, and new construction jobs should 
be handled more expeditiously and at 
less engineering expense than during 
the last three years. 

The desirability of deferring the job 
can be appraised on the basis of the 
foregoing considerations. 

If the decision is made to defer con- 
struction, some steps may be taken to 
keep present equipment in good oper- 
ating condition. Costs of such recon- 
ditioning must be carefully estimated 
for these may be large. The lower pro- 
duction economy of the old machines, 
even after overhaul, must also be ap- 
praised as a factor in their continued 
operation. 

If the construction job is to proceed, 
costs should be kept at the minimum. 
Estimates should be prepared care- 
fully, sufficient time being allowed to 
assure accuracy. 

Comprehensive explorations of un- 
derground conditions for foundations 
must be undertaken. This study of the 
site should include the location of the 
water plane, the extent of excavation 
necessary, as well as the nature of the 
materials to be removed. Below foun- 
dation investigations should determine 
if piling is needed and if piping, elec- 
tric wiring, and utility services must be 
retained during construction. 

While the site is being studied, deci- 
sions can be made regarding necessary 
machines and equipment. The ar- 
rangement of this equipment should be 
carefully planned in an industrial plant. 
When a satisfactory layout is obtained, 
preliminary designs can be started. 
Final designs should be practically 
complete before starting the actual 
work, as errors and changes with their 
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subsequent expense may thus be mini- 
mized. 

Estimates should present the best 
judgment of costs of completed plant 
and equipment, based on material and 
labor prices prevalent at the time the 
estimates are prepared. In addition an 
estimate should be made of possible 
increases of costs, over the construc- 
tion period, due to any observable 
trend in labor and material prices or 
to escalator clauses in contracts. The 
owner is thus forewarned of possible 
additional expenditures. 

The next important step is planning. 
Before any construction is started, the 
job should be analyzed from start to 
finish and definite plans prepared for 
each step in building. A schedule of 
operations can be prepared to fix dates 
for completion of design, ordering and 
delivery of materials and equipment, 
accomplishment of the several stages 
of construction, and completion of the 
job. 

Since labor costs form so great a 
portion of the construction expense, 
consideration should be given to ele- 
ments that tend to improve labor efh- 
ciency, e.g., factors such as improved 
working conditions, adequate tools 
readily available, which can do much 
to improve morale and to encourage 
men to put forth their best efforts. 

The speed and accuracy with which 
work proceeds depends largely on the 
experience and competence of the con- 
struction superintendent. He will 
know from previous experience much 
of the art of engineering construction. 
Though the superintendent will have 
charge of the actual execution of the 
work, the owner should keep in close 
contact with every stage of construc- 
tion and should cooperate with the 
erection force to achieve early comple- 
tion of the job. 

These and other factors may con- 
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tribute to lower costs of the building 
project, but its economic justification 
still remains a problem. Obviously if 
the first cost of a construction job is 
235 per cent of the cost of a similar 
plant in 1939, both depreciation and 
interest charges—and probably taxes— 
will be 235 per cent of those that would 
have been applied to the 1939 plant. 
Will the present selling prices of the 
product carry these extra costs or must 


prices be advanced? When price in- 
creases are considered, market trends 
and competition must be considered. 
On the other hand, many firms can 
secure money now at lower rates than 
may prevail at a future date. These 
financial aspects of the problem should 
be analyzed as soon as estimates are 
available and before the job is started. 

By A. G. Curistiz. Industry and 
Power, May, 1949, p. 85:3. 
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The Next Ten Years in Insurance Underwriting 


By RUSSELL B. GALLAGHER 
AMA Vice President in Charge of Insurance 
and 
Manager, Insurance Department 
Philco Corporation 


ODAY there is little competition 

in the insurance business, either as 
to premium or coverage. This is in- 
ertia. Unless this inertia is destroyed, 
it will destroy the insurance industry. 
As a result of this inertia, the large 
user of insurance has found his sup- 
pliers strangely reluctant to furnish 
him the quality product he needs. 

If you, the insurance producer, 
really wish to provide adequate cov- 
erage for your clients, you will have to 
change your tools, change your think- 
ing—consider the abandonment of neg- 
ative insurance contracts, the develop- 
ment of positive ones. To do this, it 
will be necessary to engage in research 
on your client’s needs. You will have 
to prove the non-existence of the hob- 
goblins that frighten the underwriter. 
This, you will find, is a most important 
part of the next step: devising an in- 





surance contract which will cover the 
entire exposure of your client; devel- 
oping it in such manner as to protect 
even against the non-existent hobgob- 
lins. Drawing on your own experi- 
ence, that of your client, and the sta- 
tistical data of the rating bureaus, you 
can arrive at honest insurance rates 
and premiums. 

Can it be done? Certainly! It is now 
being done in ocean and inland marine 
circles and can be done in all lines. It 
will be done in all lines in the next ten 
years. 

To study the possibilities of all-risk 
coverage, let’s first reduce commercial 
insurance to its fundamentals. Insur- 
ance is based on: (1) loss, damage or 
destruction of physical property and 
property rights; (2) resultant inability 
to continue earnings; (3) physical and 
personal injuries involving employees 


From an address before the New England Associations of Insurance Agents. 
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or the public. These may be restated 
broadly as casualties involving: first- 
party property losses; second- and 
third-party property losses; second- 
party personal losses; third-party per- 
sonal losses. To provide an example 
of the development of all-risk coverage, 
let’s consider only the first of these 
groups. 

In devising coverage, it is necessary 
to arrange hazards as well as property 
along homogeneous lines. Thus, we 
have the hazards of fire, lightning, 
windstorm, hail, water damage, flood, 
and others of like nature. Such hazards 
have no element of deliberate or crimi- 
nal intent or action. The second divi- 
sion of hazards includes wanton, 
deliberate, malicious, dishonest, and 
larcenous acts. In separating the ob- 
jects or properties which are subject to 
these hazards according to likeness of 
nature, we find three basic groups: 
personal property which may be spe- 
cifically located; personal property in 
transit; vehicular property. 

If we then develop our coverages, 
we arrange the first to insure against 
all risk of loss, damage, destruction, or 
loss of use, of real and personal prop- 
erties, wherever situated. Excluded 
from this policy would be wanton, de- 
liberate, malicious, larcenous or dis- 
honest acts, as hazards. Property in 
transit, aircraft, automobiles, and wa- 
tercraft would be excluded property. 


The second property loss policy 
would cover a part of that excluded by 
the first. It would read: “Insuring 
against all risk of loss, damage, de- 
struction, or loss of use, of real and 
personal property, wherever situated, 
through wanton, deliberate, malicious, 
larcenous, or dishonest acts.” The 
property excluded would be that which 
is in transit, aircraft, automobiles, and 
watercraft. 


The third property loss policy would 
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insure against all risk of loss, damage, 
destruction, or loss of use of property 
in transit, excluding aircraft, automo- 
biles, and watercraft. 

The remaining property to be in- 
sured would be effectively covered 
thus: “Insuring against all loss, dam- 
age, destruction, or loss of use of 
aircraft, automobiles, or watercraft.” 

The insurance departments of cer- 
tain states are considering the broad 
implications of this method of insur- 
ance. Not long ago, I asked a policy- 
making official of one state insurance 
department whether his department 
would approve such a plan. He said it 
would approve such a plan, providing 
reasonable frequency and loss statistics 
were related to the risk. He indicated 
his department would be willing to 
permit the elimination of the false divi- 
sions of hazard as among fire, marine 
and casualty-surety companies and, as 
well, the customary subdivisions among 
departments of those companies. The 
implication is definite: You can have 
this progress in the next ten years. 

Progress in the nature of all-risk 
coverage would bring about the natural 
application of the deductible aggregate 
principle. All-risk coverage and the 
deductible aggregate would bring the 
acceptance of insurance where risk as- 
sumption and self-insurance now ob- 
tains. This would result in greater 
insurance premiums and, probably, 
greater income to producers. 

The progress which will come from 
cutting the bindings of insurance cus- 
tom is certain. Your tools will be 
sharp and strong when you are able to 
offer an “all-risk” rather than “speci- 
fied hazard” coverage. If your client 
is unwilling or unable to pay the re- 
quired over-all premium, it may be 
reduced by the exclusion of certain 
hazards or the elimination of certain 
property. The positive protection will 
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be available and any reduction of cov- 
erage would stem from the action of 
your client. 


The day is past when the insurance 
producer could afford to accept that 
which is offered. He must endeavor 
to develop the coverage which fits his 


client’s need. As an individual, he is 
powerless. Through the medium of 
trade associations, he can make his 
voice heard. The extent to which he 
does so in the future will determine the 
extent to which the insurance business 
will be reestablished in the confidence 
of the public. 


Life Insurance and the C's of Credit 


ANY writers have sailed the C’s 
of credit. Some have navigated 
only the customary three C’s: charac- 
ter, capacity, and capital. Others have 
plowed through a fourth one: condi- 
tions. This article seeks to cruise all 
four, using life insurance as the craft. 
Webster defines character as “the es- 
timate put upon a person . . .; reputa- 
tion; repute. A description or detailed 
account of the qualities of a person. 
Moral vigor or firmness, especially as 
acquired through self-discipline.” Ob- 
viously, then, the purpose of a charac- 
ter investigation in credit analysis is to 
ascertain the willingness and determi- 
nation of a debtor to pay his account 
when it falls due. 

One contingency which is often 
overlooked in a character credit is the 
effect of the death of the debtor upon 
the payment of the account. Since 
character dies with the debtor unless he 
has made some definite arrangements 
to have the debt paid upon his de- 
parture, it may be advisable to investi- 
gate the character of the debtor’s 
estate before extending credit. 

Perhaps the surest method of pro- 
tecting a character credit against loss 
resulting from the death of the debtor 
is through the use of life insurance. 

The cost of life insurance to protect 
a character debt is relatively low. 


July, 1949 


Using for example five-year renewable 
non-participating term rates, the cost 
of $1,000 protection at age 35 is about 
$8 a year. This is an annual cost of 
less than 1 per cent of the face of the 
loan. In fact the annual cost of a five- 
year renewable term policy does not 
exceed 1 per cent of the face of the 
contract until the borrower reaches age 
40. It does not pass 2 per cent until 
the borrower passes age 50. It would 
cost more, of course, to protect the debt 
with continuous premium whole life in- 
surance, for then insurance is granted 
for the entire life of the insured rather 
than. for a limited period. Also cash 
values of considerable size are accumu- 
lated through whole life policies. 

A typical non-participating continu- 
ous-premium whole life policy for 
$1,000 at age 35 would take an annual 
premium of around $22. At age 40, 
the cost would be over $26. At age 
50, the annual cost would be close to 
$40. Unless the borrower wishes per- 
manent insurance protection or for 
some reason desires to build up a cash 
reserve through life insurance, a re- 
newable term policy provides the most 
economical method of protecting the 
character loan. 

If a borrower wants to build up a 
fund to pay back a loan whether he 
lives or dies, then the endowment pol- 
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icy is attractive. A $1,000 loan due in 
20 years can be protected at age 35 by 
a 20-year endowment policy for around 
$48 annually on a non-participating 
basis. At age 40, the cost would be 
around $49. At age 50, the cost would 
jump to around $55 annually. 

The amount of life insurance a per- 
son has is often taken into considera- 
tion in analyzing his character. A man 
who makes plans for the financial pro- 
tection of his family in case of his 
premature death and for his own re- 
tirement generally is considered a bet- 
ter credit risk. He has the foresight 
and determination which should also 
cause him to plan for the financial se- 
curity of his credit. He has the ability 
to budget his expenditures and is apt 
to be a conservative credit risk. 

Webster defines capacity as “Ability ; 
as, capacity to pay.” Willingness or 
determination to pay is not enough. 
The debtor must also have the ability 
to pay. The ability to pay depends in 
part upon earning power. The death 
of the debtor may destroy the capacity 
to pay unless that death itself creates a 
sufficient fund through life insurance 
to retire the debt. 

In extending credit to business es- 
tablishments, credit managers do well 
to consider the personnel. Creditors 
and lenders are often more aware of 
the importance of key personnel to the 
financial standing of the business than 
is the business itself. Yet in many 
cases, the same credit men fail to insist 
that these key men be insured against 
death. 

The need for life insurance to pro- 
tect a capacity credit perhaps is more 
important in the sole proprietorship 
than in any other form of business 
organization. When the owner of a 
sole proprietorship dies, the business 
generally is terminated. In many cases, 
this will mean forced liquidation or 
sale of the business at a possibly un- 
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favorable price. Insurance on the life 
of the sole proprietor payable to his 
estate may be necessary to provide suf- 
ficient cash to meet all the debts of the 
business. 

Webster defines capital as “a stock 
of accumulated wealth ; specifically : the 
amount of property owned by an indi- 
vidual or corporation at a _ specified 
time, as distinct from the income re- 
ceived during a given period. An ag- 
gregation of (economic) goods used to 
promote the production of other goods, 
instead of being valuable solely for 
immediate enjoyment.” 

It is expected that debts will be paid 
off out of income—not capital. Most 
business men do not neglect to insure 
their capital against loss from fire, 
liability, and dishonesty. But they are 
careless about insuring against loss re- 
sulting from death. This oversight 
arises chiefly from the lack of an un- 
derstanding of the effect of death upon 
the capital of a business. 

The effect of death of an owner of a 
firm on the business capital is best 
illustrated with a partnership or close 
corporation form of ownership organi- 
zation. When a partner dies, the part- 
nership must be either liquidated or 
reorganized. Unless the partnership 
is a family affair and the survivors are 
heirs of the deceased, reorganization 
may present a serious problem. On 
the other hand, however, forced liqui- 
dation may mean a serious shrinkage 
of capital value. 

It is to the interest of credit men to 
satisfy themselves that the death of one 
of the partners will not cause a with- 
drawal of that partner’s capital from 
the business, thus weakening its finan- 
cial position. 

The most economical solution to 
these problems seems to be for the 
partners to join mutually and during 
their lives in a buy-and-sell agreement 
which binds their heirs to sell their 


The Management Review 


interest 
tract. 
culable 


agreemi 
amount 
that the 
ing his 
viving 
ship oO 
remain 
Whi 
of fun 
agreen 
will co 
The ft 
a part 
life in 
life in 
funds, 
borrov 
them 1 
ment 
large 
anticij 
A lif 
actly 
exact! 
most 
of the 
ness | 
erate 
partn 
posit: 
the f 
the c: 
of tl 
must 
cove: 


TI 
mucl 
In r 


hold 


July. 








e life 
0 his 
- suf. 
f the 


stock 


to 
1e 
ig 
it 





interest at a price stipulated in the con- 
tract. The price may be set or cal- 
culable from a formula adopted by the 
agreement. The heirs receive the 
amount of money for their interest 


. | that the deceased partner himself, dur- 


ing his lifetime agreed upon. The sur- 
viving partners take over full owner- 
ship of the business. The capital 
remains intact. 


While there may be other methods 
of funding a partnership buy-and-sell 
agreement, partnership life insurance 
will commonly prove the best solution. 
The funds are needed at the death of 
a partner, and that is precisely when 
life insurance will provide them. If 
life insurance is used to provide the 
funds, the partners will not have to 
borrow funds at the death of one of 
them to finance the buy-and-sell agree- 
ment nor will they have to build up 
large liquid reserves at low yields in 
anticipation of the death of the other. 
A life insurance policy provides ex- 
actly the amount of money needed at 
exactly the time it is needed on the 
most efficient basis. The entire capital 
of the business is preserved in the busi- 
ness and the business continues to op- 
erate as usual. Death of one of the 
partners will not destroy the credit 
position of the firm—unless, of course, 
the partner is a key man. If that is 
the case, then to protect fully the credit 
of the business, key man insurance 
must also be included in the insurance 
coverage. 


The situation as described above is 
much the same in the close corporation. 
In most close corporations, the stock- 
holders would prefer to continue the 


business without the heirs of a de- 
ceased stockholder. A_ stockholder 
moreover would prefer that, in the 
event of his death, his heirs withdraw 
from the business at a fair price and 
invest the money in a less hazardous 
manner. The creditor would prefer to 
see the business continue with its capi- 
tal unimpaired. The solution calls for 
(1) an agreement among stockholders 
that at the death of any one of them, 
the holdings of the deceased will be 
sold to the survivors or the corpora- 
tion, (2) life insurance on each stock- 
holder to provide the money with 
which the survivors can purchase the 
deceased’s share. In this way, all in- 
terested parties are satisfied. 

A fourth C of credit is conditions, 
or more exactly, business conditions. 
A forecast of future events is impor- 
tant in helping to appraise an individu- 
al’s capacity, capital, and character. An 
adverse change in business conditions 
can greatly affect a person’s ability to 
pay. So, unless conditions are favor- 
able, credit is generally denied. 

Companies that have large amounts 
of insurance outstanding on key per- 
sonnel find the cash values on these 
policies a good source of credit when 
business conditions are bad. Insurance 
companies are contractually bound to 
make loans up to the cash values of the 
policies regardless of economic condi- 
tions. These loans must be made at a 
contractual rate inserted in the policy. 
Lower rates, however, sometimes may 
be had from the banks by pledging the 
policy as collateral. 

By Ropert I. Menr. Credit and 
Financial Management, May, 1949, 
p. 8:6. 
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Minor Operations Underinsured by $150 Surgical Cover 


THE average surgical bill under the $150 schedule in the New York area exceeds 
benefit payments by approximately 130 per cent. This fact was revealed in a 
study recently completed by Martin E. Segal & Co., employee benefit planning 
consultants. 
_ The study covered light manufacturing building trades and service industries 
in the New York metropolitan area having a total of 46,218 insured individuals. 
The number of claims during a one-year period was 3,537. Some 52 different 
surgical operations were encountered, which when the procedures involved more 
than one specific surgical problem, resulted in 85 different classes. Percentage of 
females in the group was 26.7. A very small undetermined percentage of children 
was included. The total dollar value of surgical bills amounted to $326,000, and 
payments under the $150 schedule were $141,000. 

The average claim was $87.49; the average payment, $37.82. In a study of all 
cases, the lowest average bill exceeded the schedule payment by 86.9 per cent, 
while in the most exaggerated case the difference ran to 429.8 per cent. The small- 
est money difference between average surgical payments and the amount paid under 
the schedule was $18.35, while the highest amount was $111.05. The greatest per- 
centage difference was almost invariably in operations calling for a $5 or $10 
payment, where a few dollars difference creates a sizable percentage difference. 
The percentage differential existed however among almost all operations recorded. 

Tonsillectomies, with a schedule of $25, had average payments of $62. Appen- 
dectomies and gall bladder operations, for which the schedule provided $100 each, 
had average payments of $188 and $211. Similar differences were noted in other 
operations. 

When the cost of the operations was compared with a $225 schedule, under- 
insurance was still dominant. When compared with the $300 schedule, a new 
picture was created—one in which some operations appeared to be over-insured 
while others, mostly operations calling for $5 and $10 under the $150 schedule 
remained underinsured. The $225 and $300 schedules do away with much of the 
difference in the more costly operations such as appendectomies but there is still 
considerable under-insurance on minor operations costing $10 and $20. 

—The National Underwriter 5/12/49 


Insurance Rates Low in Contrast with Other Costs 


THE nation-wide average increase in the price of food, up to the first of the 
year, was approximately 126 per cent, and of the general consumer commodity 
index approximately 75 per cent since 1939, according to the United States Depart- 
ment of Labor. This does not take into account recent downward trends in certain 
foods and commodities which have affected the average to some extent but not 
greatly. The nation-wide average increase in the price of automobile repairs since 
1939 is approximately 125 per cent and in medical costs approximately 30 per cent. 
Now let’s look at casualty insurance rates, still thinking in terms of national 
average increases or decreases since 1939. Automobile liability insurance rates 
increased only 21.2 per cent, despite the fact that claim costs for this line are up 
45.8 per cent. Boiler and machinery rates advanced 12 per cent, burglary rates 10 
per cent. Workmen’s compensation rates decreased 18 per cent, even taking into 
account changes in workmen’s compensation laws which broadened the coverage. 
Putting it another way, if we do not take into account changes in the laws, the 
actual country-wide average decrease in workmen’s compensation rates has been 
approximately 30 per cent. Rates for liability insurance other than auto dropped 5 
per cent. Only glass insurance has increased to a level comparable with the general 
consumer commodity index. In the fidelity and surety field, rates for various types 
of construction contract bonds are down 20 to 40 per cent, primary commercial 
blanket bonds down 52 per cent, blanket position bonds down 65 per cent, bankers’ 

blanket bonds down 64 per cent. 
—J. Dewey Dorsett in The Casualty Insuror 6/49 
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Survey of Books for Executives 





THE MAKING OF SCIENTIFIC MANAGEMENT: 
Volume III—The Hawthorne Investiga- 
tions. By L. Urwick and E. F. L. Brech. 
Management Publications Trust, Ltd., 
London, 1948. 225 pages. 12s. 6d. 


Reviewed by Nathaniel Cantor* 


As a result of the “dollar shortage,” it is 
dificult for England to obtain books pub- 
lished in the United States. Those active 
in the British management movement have 
heard reference made time and again to the 
investigations at the Hawthorne plant of the 
Western Electric Company. England, too, 
has its problems of management and morale. 
Neither the original work nor the studies 
of Elton Mayo or T. N. Whitehead, which 


incorporate the conclusions of the Haw- 
thorne Investigations, have been readily 
available. 


It is a happy coincidence, therefore, that 
Mr. Urwick, who had been Director of the 
International Management Institute at 
Geneva, should undertake with Mr. Brech, a 
consulant in personnel management, the task 
of describing the Hawthorne studies and 
analyzing the conclusions for the British 
public. Mr. Urwick, about 20 years ago, 
was the first “outsider” to take notice of the 
studies in human relations in industry under- 
taken by the Western Electric Company. 

In effect, then, this volume draws on the 
principal writings of Mayo—The Human 
Problems of an Industrial Civilization (Mac- 
millan, 1933), The Social Problems of an 
Industrial Civilization (Harvard University 
Press, 1945) ; of Whitehead—The Industrial 
Worker (Harvard University Press and 
Oxford University Press, 1938), Leadership 
in a Free Society (Harvard University Press 
and Oxford University Press, 1937); of 
Roethlisberger and Dickson—Management 
and the Worker (Harvard University Press, 
1939), Management and Morale (Harvard 
University Press, 1942); and on Fatigue of 
Workers—Its Relation to Industrial Produc- 
tion (Reinhold Publishing Corporation, 
1945), the Report by the Committee on 
Work in Industry of the National Research 
Council, U.S.A., 1941. 

Thus a review of this volume is necessarily 
a postview of the significance of the Haw- 
thorne Investigations during the past 20 
years or so. 

_ The investigations at Hawthorne inquired 
into the nature of human association during 
work and into the social relationship arising 
from such association. Most readers will be 
familiar with the Relay Assembly Test 





* Department of Sociology and Anthropology, The 
University of Buffalo. 
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Room study which ran for five and one-half 
years and the Bank Wiring Observation 
Room study. The latter followed and arose 
out of the Interview Program, which ran for 
over two years and involved more than 
20,000 of the employees. 

The chief conclusion which emerged from 
the various investigations was that workers 
want to and need to exercise personal initia- 
tive in association with others on the job, 
that they want control, within limits, over 
their own work circumstances. They want 
their work performance to incorporate some 
degree of self-expression, and they want to 
work for a group which has value for the 
individual. Satisfying self-expression is a 
prerequisite for social responsibility. 

The remarkable production in the Relay 
Assembly Test Room, it will be recalled, was 
a consequence of the fact that the girls had 
been consulted on the changes introduced, 
and of the solidarity of group feeling. The 
girls felt they didn’t have “bosses.” They 
had a supervisor. The most important single 
factor in employee work satisfaction and im- 
proved morale was the worker’s relation to 
his first-line supervisor. 

Wise supervision is a social process. 
Supervisors (management) who recognize 
that employees want to participate and share 
in changes of work conditions, and want to 
be considered an important member of their 
own work group, provide the key to im- 
proved industrial morale. 

Industrial research during the past 20 
years has solidly substantiated the principal 
conclusions of the Hawthorne studies. Com- 
pany managements, generally, have been least 
successful, however, in introducing in their 
organizations the supervisory skills in human 
relations necessary to translate these find- 
ings. The reasons for this I believe, are 
easy to understand. 

Relatively few individuals in top manage- 
ment really understand the Hawthorne 
studies or appreciate their implications. If 
they did, they would not abide what now 
pass for supervisory “training programs.” 
They would select their personnel staffs at 
least as carefully as they choose their techni- 
cal engineers. Those in charge of personnel 
and supervisory development must themselves 
have insights into the social processes in in- 
dustry and an understanding of employees’ 
expectations. Possessing this insight, they 
would then realize that supervisors cannot be 
trained. (Monkeys and dogs are “trained” 
to do tricks.) Supervisors cannot be “told;” 
they cannot be given manuals or books which 
“tell” them. They must be given the oppor- 
tunity in small, regular discussion groups, 
led by skillful leaders, to develop through 
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their own struggle and cross-fertilization of 
ideas and feelings, their own insights into 
‘themselves and thus into the employees. 

Further evidence of the lack of genuine 
understanding of the Hawthorne findings on 
the part of management lies in the absence 
of any real personnel counseling programs in 
American industry. The authors state that 
personnel counseling is “perhaps the most 
permanent and important legacy left by the 
investigations to the Hawthorne plant.” An 
optimistic view would be that today not more 
than a score of large industries have a com- 
petent employee counseling program in which 
skillful problem interviewing of employees 
occurs—and this 20 years after the Haw- 
thorne studies, during which time reports on 
them have been so widely distributed and 
discussed. 

The problems of communicating what con- 
stitutes employee (and management!) morale 
and how to help supervisors translate it for 
themselves and help employees are exceed- 
ingly complicated. The key is found in 
skillfully led discussions. (It required two 
years for the interviewing of 20,000 Haw- 
thorne employees before the investigators 
discovered that they were making the mis- 
take of directing employee conversations on 
the basis of a set of specific questions to 
which the interviewers wanted answers. They 
were trying to get only what they them- 
selves felt was significant. In light of this 
experience it was decided to permit the em- 
ployee to talk on matters of his own choos- 
ing!) 

Books can be of some value in starting 
the process of acquiring insight. This study 
of Urwick and Brech should be in the pos- 
session of anyone seriously concerned with 
scientific management. If one’s time is 
limited, it might wel! be spent much more 
effectively in pondering this study than in 
inadequate conference discussion. 


CompANY ANNUAL Reports. By Thomas 
H. Sanders. Harvard University Press, 
Cambridge, 1949. 338 pages. $3.75. 


Reviewed by C. Oliver Wellington* 


All members of the American Management 
Association will find this book valuable. It 
has been so arranged that data summarizing 
the results of research are contained in Part 
II, while comments and opinions of the au- 
thor are primarily confined to Parts I and 
III. Part II will be of particular interest to 
those executives who have the responsibility 
for accumulating and preparing the base 
material for annual reports. They will also 
find Part III helpful in comparing the prac- 
tices of their own company with trends in 
accounting practices. Part I, especially 


* Scovell, Wellington & Company, New York. 
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Chapter II, will aid company presidents in 
obtaining the background necessary for deci- 
sion on the policy to be followed in deter- 
mining the size, scope, and tone of the annual 
report. 

In the opinion of this reviewer, Professor 
Sanders could have rendered even greater 
assistance to preparers of annual reports if 
he had expanded some of the important 
points. For example, more might be said 
about taxes (page 37) and employees and 
labor unions (page 38). Beginning on page 
23 under the heading “Merging the Groups,” 
there might be increased emphasis on the fact 
that each company organization is a “team,” 
the several members of which work together 
to get results, and which is in competition 
with other “teams.” On page 56 there is 
reference to the bases of depreciation and of 
inventory valuation, but this is not clearly 
connected with comments as to the differ- 
ences between accounting income as reported 
and economic income. The fact that we are 
now reporting in terms of a dollar that is 
quite different from the dollar of prewar 
years is mentioned on page 80 in referring to 
the 1947 report of Standard Oil Company 
(New Jersey). 

There is a reference (page 312) to the 
difference in profits from the use of LIFO 
as compared with FIFO or average cost. 
As one who believes strongly that, where 
suitable, the LIFO method most clearly states 
income by matching current costs against 
current sales, the reviewer feels the emphasis 
should have been placed the other way, and 
that companies not using the LIFO method 
should, in the interest of full disclosure, be 
requested to indicate the approximate 
amounts of profits or losses that have re- 
sulted during the year from increases ot 
decreases in inventory prices. 

In the author’s comments on uniform ac- 
counting within an industry (beginning on 
page 61), it would have been helpful if ref- 
erence were made to the increased usefulness 
of their financial statements if all companies 
in an industry adopted the same natural 
business year. 

Chapter VIII is especially noteworthy for 
its emphasis on the dangers of financial mis- 
information or lack of information and the 
importance of providing employees with the 
particular facts regarding the company in 
which they are especially interested. 


PraActricAL HANDBOOK OF INDUSTRIAL TRAF- 
FIC MANAGEMENT. By Richard C. Colton. 
Funk & Wagnalls, New York, 1948. 384 
pages. $6.00. 


Reviewed by Walter Alwyn-Schmidt 


The author of this much-needed volume is 
general traffic manager of the RCA Victor 
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Division of the Radio Corporation of Amer- 
ica. To the voluminous source material on 
the subject of forwarding and traffic eco- 
nomics Mr. Colton brings the tempered view- 
pint of a man in daily contact with the 
intricacies of traffic operation. His book is 
predominantly slanted for a reader actively 
engaged in traffic work, or preparing himself 
for advancement in this still comparatively 
new profession. It makes a concrete appeal, 
however, to every executive who wants to 
inform himself on what traffic management 
is and what a well-managed traffic depart- 
ment can accomplish. 


Treating in 15 well-rounded chapters the 
various branches of traffic operation, the 
volume contains in addition a glossary of 
transportation and traffic terms and a list of 
publications dealing with traffic matters. 


At this time the principal value of the 
book to the reader will be found in the fact 
that it fills a growing gap in the literature 
of traffic management. Comparatively little 
has been issued on the subject for a number 
of years while, on the other hand, the me- 
chanics of forwarding have been expanding 
steadily, making imperative far-reaching ad- 
justments in the attitudes of firms toward 
their traffic departments and in the thinking 
of outside executives and traffic experts 
alike. Mr. Colton brings the subject right 
up to date, covering postwar developments 
thoroughly. 


Criticism, where it is injected into his dis- 
cussion, is of a constructive character, as 
where the author points to the fact that the 
financial position of road carriers is fre- 
quently not over-strong, or to the restrictions 
imposed upon them by traffic and transporta- 
tion ordinances and laws. His discussion of 
the advantages and limitations of the various 
means of transportation and their relative 
costs merits the study of every executive 
who to any degree is responsible for such 
matters as the formulation of packaging 
policies or the determination of product 
design. 

Any executive who reads the chapter on 
freight rates will agree with the author that 
they “do not follow any simple pattern” and 
will make note to investigate whether his 
own freight makes use of the most econom- 
ical routing at all times. 


The place of warehousing in low-cost dis- 
tribution is evaluated with an eye upon mod- 
ern merchandising practices. Full attention 
is also paid to the routing and travel costs 
of salesmen on the road—a section worth 
reading by traffic managers and sales man- 
agers at loggerheads over expense schedules. 


The usefulness of the volume for busy 
executives might be heightened if future edi- 
tions carried page-by-page headings listing, 
progressively, the principal subjects.on each 
page for quick reference. There might well 
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be included more graphic charts explaining 
the use and economics of placing warehous- 
ing points, selecting different routes, and 
similar subjects discussed in the development 
of the theme. 

Though this is an informative and not an 
entertaining volume, I doubt whether any 
readers will not enjoy Mr. Colton’s skillful 
handling of the pestiferous job of expediting 
and tracing. It’s the sort of thing that tests 
the mettle of a traffic man and is likely to 
pay off most satisfactorily in good will and 
betterment of customer and interplant rela- 
tions. 


THe ENGINEERING OF ORGANIZATION AND 
MANAGEMENT. By Robert Teviot Living- 
ston. McGraw-Hill Book Company, Inc., 
New York, 1949. 237 pages. $3.00. 


Reviewed by Clark E. Myers* 


This book is an excellent theoretical treat- 
ment of the basic philosophy of industrial 
engineering and management. Though de- 
signed as a text for a senior-graduate course 
in organization and management, it offers an 
analytical approach which is valid and useful 
in solving problems that arise when any asso- 
ciation of individuals is formed to carry out 
a group objective. 

The whole area of management of an en- 
terprise is presented as a cycle consisting of 
five distinct and recognizable steps: decision, 
planning, preparation, action, and review. 
There are two coordinates—authority and 
sequence—and the five major steps together 
with their subdivisions may be located on 
these coordinates. 

Such a philosophy develops; it is not just 
written. Professor Livingston acknowledges 
that many of the ideas, the methods of ap- 
proach, and the manner of presentation have 
been obtained from other books, from years 
of teaching, and from experience with asso- 
ciates in business and in education, and have 
lost their original identity. The result is a 
contribution that possesses originality. 

The author has adopted the form of ap- 
proach employed in logic. The logical and 
analytical breakdown of material should 
develop in the student or executive a respect 
for engineering analysis as applied to organi- 
zation and management as well as equip him 
with a rational approach to use in the solu- 
tion of any problem. 

The analytical method in an abstract set- 
ting may be criticized since it fails to make 
application to speciéc situations. The book 
should be of great value as the backbone of 
an integrated curriculum in management, but 
the human relations problems in individual 





* Department of Management, The University of 
Texas. 
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situations may be more difficult to solve than 
the general treatment here suggests. 


The use of the book without case material 
or supplementary problems would require 
considerable background for stimulating 
teaching. Many relatively inexperienced 
teachers could gain much from a careful 
study of the book and the application of logic 
in problem or case solutions. The book will 
be considered a worthwhile contribution by 
those educators who believe that logical 
analysis and thought are more important in 
education than the learning of factual in- 
formation which is often of little value. 


PERSONNEL SELECTION: Test and Measure- 
ment Techniques. By Robert L. Thorn- 
dike. John Wiley & Sons, Inc, New 
York, 1949. 358 pages. $4.00. 


Reviewed by Lee Stockford* 


The most noteworthy aspect of this book 
is the absence of the naivete characteristic 
of the writing of the majority of academi- 
cians during the past decades. This apparent 
naivete is not actually a manifestation of any 
fundamental weakness in the work of other 
writers, but is caused primarily by the “new- 
ness” of the field: Academicians in the past 
have speculated upon the value and the appli- 
cation of certain principles that had, for the 
most part, not been given an adequate test in 
the industrial or the “real life” situation. 
Thorndike, on the other hand, has had the 
advantage of working in this field at a time 
(World War II) when the demand and the 
opportunity for research and validation were 
great. His book is one of the first to be 
published (in textbook form) covering the 
results of recent psychological research in 
either the industrial or the military situation. 

The author states in his Preface: “The 
present volume is based on that report 
(Aviation Psychology Program Research 
Report Research Problems and 
Techniques, U. S. Government Printing 
Office, 1947) but undertakes to formulate 
the problems and procedures in much more 
general terms which will be applicable to 
civilian as well as military personnel prob- 
lems.” If this constitutes the purpose of the 
book, the author has ably achieved his goal. 
The book has been written for two classes of 
people: First, students in the field of psy- 
chometrics; and second, personnel techni- 
cians already in the field. With the possi- 
ble exception of Chapters 6, 7, and 8, how- 
ever, this book could be read and clearly 
understood by anyone in administrative and/ 
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or managerial positions even though they 
may be wholly unfamiliar with statistical 
symbols, formulae, and techniques. 

The outstanding portions of the book are 
in Chapter 2, “Job Analysis’; Chapter 5, 
“The Estimation of Test Validity : Criteria 
of Proficiency”; and Chapters 9, 10, and 1] 
which are concerned with administrative 
problems and techniques. 

In approaching Chapter 2, one might 
wonder if Thorndike is acquainted with what 
is really done in job analysis. Though he 
proposes a use for job analysis for which 
most industrial plans are not suited, he indi- 
cates that he is thoroughly aware of the 
principle uses of such programs in industry, 
Because so many extravagant claims have 
been made about job analysis, claims (other 
than for purposes of rationalizing wage 
structures) that are seldom if ever realized, 
one might expect Thorndike to be guilty of 
the sins of other authors. This chapter, 
however, is surprisingly fresh and stimulat- 
ing; and it presents suggestions for some 
very practical approaches to this problem. 

Chapter 5, the discussion of criteria, is 
alone worth the “price of admission.” 
Thorndike stresses the need for adequate 
records and sound criteria as the “basis for 
any effective research program in personnel 
selection procedures.” The author discusses 
the types of criteria in the light of three 
categories: Ultimate, intermediate, and im- 
mediate. This is followed by a series of 
statements regarding merits and limitations 
of specific criteria which may be used, stress- 
ing the weakness of those subjective stand- 
ards that involve “rating” or appraising. 
For operational purposes, this is the best dis- 
cussion in the entire book from the stand- 
point of both content and implication. 


In the three chapters devoted to adminis- 
trative problems, Thorndike discusses the 
major categories of problems about which 
decisions must be made (such as time sched- 
ules for testing, motivation of subjects to be 
tested, scoring procedures, auditing results 
and reports), and the factors which influence 
the administration of testing programs. This 
topic is rarely discussed in textbooks; yet it 
is, from the industrial viewpoint, equally as 
important as the determination of adequate 
criteria. This discussion constitutes a good 
“case” example of the application of sound 
administrative principles and procedures. 

The statistical treatment of data (Chapters 
6, 7, and 8) is for those skilled in psychome- 
trics. This portion of the book describes 
in detail the procedures, techniques, and 
formulae used to obtain adequate results 
from available data. Thorndike has clearly 
described the various problems under con- 
sideration and has presented statistical 
techniques in an orderly fashion. 
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There are at least two apparent weak- 
nesses—one the author could not very well 
be expected to control, the other he could 
have overcome. The first weakness is a fail- 
ure to include sufficient reference to indus- 
trial research and situations which are or 
might be similar to those observed in the 
military studies so frequenlty quoted. To 
have broadened his points of reference would 


dike does limit the scope of the book. The 
second weakness is his occasional failure to 
stress the principles and hypotheses upon 
which he is working. These are always 
stated, but in some instances the reader has 
to “dig” for them. 

The book nevertheless constitutes a thor- 
ough treatment of one important aspect of 
the functions of a personnel psychologist. 





have added that much more to the value of 


1 Publications of the same caliber covering 
the work. However, in the preface, Thorn- 


other phases of this field are needed. 
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THE VARIATION OF COSTS WITH VOLUME. Section Three, N.A.C.A. Bulle- 
tin, June 15, 1949. National Association of Cost Accountants, 385 Madison Avenue, New 
York 17, N. Y. 23 pages. 75 cents. This report, based on a survey of the existing literature 
and on conclusions drawn from a field study, brings to a focus the current concern over the 
effect of declining sales and production volumes on the cost of products. It discusses termi- 
nology and the methods of establishing variability of costs with volume. In the field study, 
members of the N.A.C.A. Research Staff visited 20 companies in order to discuss the tech- 
niques employed in analyzing cost variation and the uses which these firms make of informa- 
tion about the variation of costs with volume. This is the first report of a series which will 
include reports on the relation of volume to budgetary planning, current cost control, and the 
costing of inventories. 


TAX AND EXPENDITURE POLICY FOR 1949. By the Research and Policy 
Committee of the Committee for Economic Development. Committee for Economic Develop- 
ment, 444 Madison Avenue, New York 22, N. Y., 1949. Single copies gratis. Additional 
copies 35 cents each. This policy statement deals with tax and budgetary policy for the 
fiscal year 1950. It examines the President’s budget proposals and some issues they raise, 
suggests some means of making control of government expenditures more effective, and spells 
out some of the implications of spending on the scale proposed. 


IT’S YOUR BUSINESS. By J. L. Simon. Fairchild Publications, Inc., New York, 
1949. 199 pages. $3.50. The 12 common denominators of successful small business enter- 
prises are enumerated and analyzed for the benefit of aspiring small business owners, as well 
as those who desire to improve the efficiency of established organizations. The major portion 
of Mr. Simon’s book is given over to about 30 actual case histories, covering each major 
category of business activity and every type of establishment—retail stores, manufacturing 
industries, service groups, and wholesale operations. Analysis of each enterprise includes 
details on investment, comparative statements from year to year on income and expenses, 
financing, labor, record-keeping, and reasons for success. The author also discusses the 
general causes of business failures and how to prevent them. 


THE PROGRESSIVE SEWING ROOM: A Simplified Analysis of the Garment 
Factory Sewing Room. By Bertrand Frank. Fairchild Publications, Inc., New York, 1949. 
240 pages. $5.50. Based on the best shop practices of over 100 apparel manufacturers, this 
study explains and illustrates how a sewing plant can be operated most economically and 
efficiently along modern, improved lines. Describes basic methods of manufacture, ranging 
from complete garment production to straight lines and compromise systems, and discusses 
in detail the application of work simplification, motion economy, time study, and scientific 
wage-setting in apparel production. 
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Harry Arthur Hopf 
April 3, 1882——June 3, 1949 


The Association notes with deep regret the passing of Dr. Harry Arthur Hopf, 
noted management engineer, who died at noon on June 3, after a prolonged illness. 

Dr.. Hopf was President of the Hopf Institute of Management, Inc., Ossining, 
N. Y., and head of the management engineering firm of H. A. Hopf and Company, 
which he founded in 1922, five years after establishing himself in independent prac- 
tice as a management consultant. He was recognized the world over as one of the 
most distinguished authorities on management, and his writings in that field have 
earned a permanent place in the literature. 

In 1948, Dr. Hopf was elected President of the Board of Trustees of Bard 
College, Annandale-on-Hudson, N. Y., after having served as a member of the 
Board. He was also Adjunct Professor of Management at New York University’s 
Graduate School of Business Administration, where he conducted a seminar in 
management, and a licensed professional engineer of New York State—the first 
management engineer to be so certified (1936). 

From 1902 to 1914, Dr. Hopf was associated with the Germania (now Guar- 
dian) Life Insurance Company of New York, and from 1914 to 1917 with the 
Phoenix Mutual Life Insurance Company of Hartford, Conn., as Manager of its 
Planning Department. From 1919 to 1922 he served as Organization Counsel of 
the Federal Reserve Bank of New York. 

He also served as an adviser to many federal agencies—the Taft Commission 
on Economy and Efficiency in 1909, the War Risk Insurance Bureau and other agen- 
cies during World War I, the Social Security Board in 1936 and 1937, and the 
Railroad Retirement Board from 1937 to 1939. 

Dr. Hopf was a Fellow or Member of all important national technical and 
professional societies in his field, as well as of many international groups. He was 
President and Charter Fellow of the Institute of Management of the American 
Management Association (1929); President of the National Office Management 
Association, 1932-34, Director, 1934-36, and elected Honorary Fellow in 1936; Vice- 
President and Member of the Operating Council of the Society for the Advance- 
ment of Management, 1937-9. He was the founder and first Chairman of the 
National Management Council of the U. S. A. (1932); first President of the 
Association of Consulting Management Engineers (1933-5); Deputy-President, 
International Committee of Scientific Management (1935-8). 


In 1938, at the conclusion of his service as Deputy-President of the Interna- 
tional Committee of Scientific Management, he was awarded its Gold Medal for 
distinguished service in advancing the cause of management—the first American to 
be so honored. 

Dr. Hopf is the author of many monographs and articles, a number of them 
published by the AMA, dealing with various phases of management, including: 
Problems of Bank Organization; The Management Movement at the Cross-Roads; 
The Present Status, Responsibilities and Future of the Management Engineer; 
Measuring Management in Life Insurance; Management and the Optimum; Busi- 
ness Management and the Scientific Point of View; Modern Office Planning; 
Organization, Executive Capacity and Progress; Executive Compensation and 
Accomplishment; Evolution in Organization during the Past Decade; Incentives 
for Executives; Soundings in the Literature of Management. He was also joint 
author with Dr. Henry C. Link of the book, People and Books. 

Dr. Hopf is survived by his widow, Rita Hilborn Hopf, who was associated 
with him as a partner in his firm and in his other professional activities, and who 
will continue the work of both the Hopf Institute of Management and H. A. Hopf 
and Company. Also surviving are two sons of an earlier marriage, Elliott A. Hopf 
of Massillon, Ohio, and Gordon A. Hopf of Bronxville, N. Y. 
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